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The business of Sears, Roebuck 
and Co., a New York 
Corporation, originated from 
an enterprise established in 

1886 . the company is a 

leading proinder of goods and 
services with an extensive 
merchandising and financial 
services network, and is 
headquartered in Sears Tower. 
Chicago, Illinois. 


DEAN WITTER 












Merchandising 

Offers merchandise 
and merchandise- 
related services 
through retail stores 
and catalogs 


Credit 

The largest single 
provider of consumer 
credit in the 
United States 



Specialty 

Retailing 

Meeting today's 
consumer needs 
through innovative 
marketing at 
specialty retail stores 



Personal 

Insurance 

Provides personal 
auto and 
homeowners 
insurance and 
related products and 
services 


Life/Health 

Insurance 

Markets individual 
and group life, health, 
annuity and pension 
products and 
services 


Business 

Insurance 

Offers commercial 
property/liability 
insurance and 
reinsurance services 



Consumer 

Markets 

Provides individual 
clients with a full 
range of financial 
serv ices and 
products 



Capital 

Markets 

Offers sales, trading, 
research, and 
investment banking 
serv ices to 
institutional clients 



Consumer 

Blinking 

Division 

Is comprised of 
credit-card related 
operations and 
mongage and 
consumer-lending 
businesses 



Residential 

Group 

Offers complete 
range of residential 
real estate serv ices 


Commercial 

Group 

The largest full- 
service commercial 
brokerage and real 
estate serv ices 
organization in 
North America 


Homart 

Development 

Co. 

()nc of the nation’s 
leading developers of 
retail, office and 
multi-use properties 
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Revenues 

(millions) 


48,440 


Sears, Roebuck and Co. 
Financial Highlights 


millions, except per 
common share data 

1987 

1986 

1985 

1984 

1983 

Revenues 

$48,440 $44,281 

$40,715 

$38,828 $35,883 

Net income 
Common 

1,649 

1,351 

1,303 

1,455 

1,342 

share divi¬ 
dends 

756 

648 

639 

631 

537 

Per common 






share 

Net income 

4.35 

3.62 

3.53 

4.01 

3.80 

Dividends 

2.00 

1.76 

1.76 

1.76 

1.52 

Investments 

25,120 

22,183 

19,249 

17,203 

15,434 

Total assets 

Shareholders’ 

74,991 

65,995 

66,417 

57,073 

46,176 

equity 

13,588 

13,047 

11,794 

10,911 

9,787 
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Net Income 

t millions > 

1,455 



1,649 




Shareholders' 

Equity 

t millions l 

10,911 
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CHAIRMAN'S 

[essage to Shareholders 


The focus of Sears, Roebuck 
anci Co. is the consumer. Each mem¬ 
ber of the Sears family of compa¬ 
nies has developed lines of busi¬ 
ness that build upon our century- 
long relationship with the consum¬ 
er. Our corporate environment pro¬ 
vides a framework for each of our 
businesses to develop strategies 
and initiatives to create value and 
maximize return for our share 
holders. 


Financial Results 

1987 was an excellent vear for 

4 

vour company with records estab¬ 
lished in revenues and net income. 
Total revenues increased 9.4% to 
$48.44 billion, surpassing 1986 reve¬ 
nues of $44.28 billion. Each busi¬ 
ness group reported record reve¬ 
nues for the year. 

Consolidated net income for 
1987 was $1.65 billion or $4.35 per 
share, up 22.1% from $1.35 billion 
or $3-62 per share in 1986. 1987 net 
income included net after-tax real¬ 
ized capital gains and other income 
of $330.6 million compared with 
$272.7 million in 1986. 

The Merchandise Group had 
revenues of $28.09 billion for 1987, 
a 3-7% increase over 1986 revenues 
of $27.07 billion. The Group report¬ 
ed income of $787.4 million, an in¬ 
crease of 7.0% over $736.0 million 
in 1986. Various restructuring 
charges during 1987 resulted in a 
$59 million after tax reduction in in¬ 
come. 

Allstate Insurance Group had 
another outstanding year, achieving 
record income and revenues. 
Revenues for 1987 totaled $ 15 56 


billion compared with $12.64 
billion for 1986. Allstate income 
increased 28.3% to $962.6 million 
from $750.4 million in 1986. The 
Tax Reform Act of 1986 resulted in 
a $150.5 million favorable “fresh 
stan' adjustment arising from the in¬ 
itial discounting of loss reserves at 
the beginning of 1987. Increased in¬ 
come taxes of $63.1 million due to 
other provisions of the Tax Reform 
Act resulted in an $87.4 million net 
benefit for the vear. In addition, in- 
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come improved because of higher 
investment income, increased capi¬ 
tal gains, and improved underwrit¬ 
ing results. 

Revenues for Dean Witter Fi¬ 
nancial Services Group totaled 
$3.99 billion for 1987, a 17.0% in¬ 
crease from $3.42 billion in 1986. 
The Group had income of $1.2 mil 
lion; an improvement over 1986’s 
loss of $37.0 million. Despite a vola¬ 
tile fourth quarter, the securities-re- 
lated business posted income of 
$75 8 million compared with $79.5 
million for 1986. A net after-tax loss 
of $124.2 million was attributed to 
the Discover Card, compared with 
a loss of $106.0 million in 1986. 

The outlook for Discover Card is ex 
tremely positive. By early 1988. 
more than 22 million cards were 
outstanding and more than 729,000 
service establishments were accept¬ 
ing the card, positioning us as a 
major bank card issuer. Our start up 
investment during the last two 
years should provide excellent prof¬ 
its in the future. 

Coldwell Banker Real Estate 
Group reported record revenues of 
$1.24 billion compared with $1.15 











billion in 1986. Net income was 
$93-1 million in 1987 compared 
with $93 8 million in 1986. Income 
in both years reflects the sale of 
shopping centers. 

Corporate Direction 

We are dedicated to profession¬ 
ally managing our shareholders’ in 
vestment in Sears. Our corporate di¬ 
rection is designed to support and 


guide each business group in maxi 
mizing return on capital, with an ap¬ 
propriate balance between the 
short- and long-term. Management 
has been challenged to create an en¬ 
vironment which supports value cre¬ 
ation through renewed and new 
initiatives. We are confident that 
these initiatives have the potential 
to contribute significantly to our 
future performance. 


Management Changes 

Several significant management 

changes have occurred. 

• Charles F. Moran was elected to a 
new position, senior vice presi¬ 
dent and chief information officer, 
effective January 1, 1988. Mr. 
Moran also serves on the Corpo¬ 
rate Management Committee. 

• David Shute moved from vice 
president and corporate general 
counsel to senior vice president, 
corporate general counsel and 
secretary'effective January 1 1, 1988. 
Mr. Shute assumed the corporate 
secretary' function of Henry D. 
Sunderland, who retired after 33 
years of service. 












Members of the Corporate Management Committee are (seated from left) 
Richard M. Jones, Edward A. Brennan, David Shute, (standing from left) 
Michael Bozic, Arthur J. Hill, Richard J. Haayen, Philip J. Purcell, Charles F. 
Moran, Allan B. Stewart, and James M. Denny. 


• James M. Denny was elected se 
nior vice president and chief finan¬ 
cial officer, effective* February 8, 
1988. Mr. Denny will also serve 

m 

on the Corporate Management 
Committee. Formerly, Mr. Denny 
was vice president, finance. 

Richard M. Jones, who served as 
president and chief financial offi 
cer, will continue as president of 
the company. Mr. Jones will also 
continue to sen-e as chairman of 
the Corporate Management Com¬ 
mittee, the Finance Committee of 
the Board of Directors, the Re¬ 
view Committee of the Pension 
Plan, and The Sears Roebuck 
Foundation. 

Outlook 

We expect that 1988 will be a 
good year for consumers and the 
economy. Disposable personal in 


come should rise in 1988 due to 
lower tax rates and larger tax re¬ 
funds, creating a healthy environ¬ 
ment for continued profitable 
growth of our merchandise and fi 
nancial services businesses. 




Edward A. Brennan 
Chairman of the Board and 
Chief Executive Officer 
March 16, 1988 



















Strategic Focus 
Initiatives 


The Corporate Vision, discussed in the 1986 
Annual Report, describes the philosophies and 
operating principles which guide each of our 
business groups. The Vision also provides a 
foundation for the company's strategic focus 
which is the consumer. The most important aspect 
of the collective strength of the entities comprising 
Sears. Roebuck and Co. is value creation. Sears 
ability to create value is enhanced by our distinct 
competitive advantages: our reputation for 
integrity ... an extensive consumer franchise . . . 
a complementary range of distribution channels 
. . . and our stability in the marketplace. The 
lifeblood of the company is value creation through 
new initiatives that strengthen our long term 
relationships with consumers. Examples of 
initiatives, driven by the corporate goals 
highlighted to the right, are fully developed in the 
next eight pages. These initiatives actively 
demonstrate how Sears is creating value for the 
consumer. Management is providing an 
environment to ensure successful execution of 
these initiatives and to foster the development of 
new ones as we continue to pursue our strategic 
direction. By taking care of our customers’ needs, 
we can enjoy profitable groivth while working to 
achieve maximum return on invested capital. 


Reaffirming Our Commitment to 

Service Excellence 

Each of our businesses is committed to 
providing the customer with the best pos¬ 
sible service. Taking care of the customer 
is a major reason for our existence. Being 
responsive to what the customer wants in 
a friendlv, courteous and efficient manner 

4 * 

is the key to our success. 


Achieving Cost Efficiency Without 
Compromising Value 

We will strive to have the lowest costs 
w T here our commitment to service excel¬ 
lence and value creation will not be com¬ 
promised. We are determined to provide 
unsurpassed value for our customers and 
shareholders. 


Developing Products and Services 

For more than 100 vears, Sears success 

J 1 

has been directlv related to its abilitv to 

J J 

anticipate and meet the needs of the con¬ 
sumer. This abilitv has also enabled the 

J 

company to extend its leadership into fi¬ 
nancial services through the development 
of innovative products and services. 


Expanding, Strengthening and More 
Effectively Sharing Distribution Channels 

Sears provides special opportunities for 
each of our companies to combine their 
resources to develop new 7 products and 
services w r hile increasing effectiveness of 
existing distribution channels. As a result, 
each of our businesses is stronger than it 
would be as an individual company. 













Reaffirming Our 
Commitment To Service 

Excellence 



It's our commitment to service 
excellence—not only in terms of 
standing behind the products we 
sell , but by being responsive to 
what the customer wants—that 
will ensure our success. 
Reinforcing our overall 
standards of customer service , 
fostering customer trust , 
providing convenience and 
meaningful guarantees are 
examples of how we are meeting 

this commitment. 


Merchandise Group 

One of today’s most vital con- 

4 

sumer needs is time—for family, 
friends and relaxation—especially 
among two-income households. Sen 
sitive to this trend, the Merchandise 
Group has initiated a program to en¬ 
hance service for purchasers of home 
appliances and home entertainment 
products. Now in virtually all Sears 


markets, the program includes eve¬ 
ning and Saturday deliveries; removal 
of old appliances; expanded hours at 
repair centers, and day ahead schedul¬ 
ing and call-ahead notification for de¬ 
liveries, installation and service. The 
program serves as a prototype for simi¬ 
lar efforts being developed for other 
product lines. 


Allstate Insurance Group 

Service excellence has always 
been the focus of “The Good Hands 
People." Allstate’s product is a prom 
ise the peace of mind of its policy¬ 
holders. And this unique buyer/seller 
relationship creates many opportuni¬ 
ties for Allstate to foster and expand 
customers’ trust. Products, processes 
and procedures are constantly refined 
to enhance Allstate’s ability to serve 

j 

the consumer, to provide products to 


more people in more places than ever 
before, and to empower front line em¬ 
ployees to deliver quality service more 
effectively. For example, a 1987 claim 
department reorganization placed 
Allstate’s claim-service delivery closer 

4 

to the marketplace with renewed 
customer focus. In addition, planned 
focus group meetings with customers 
across the country help Allstate 
determine how to serve them better. 


Dean Witter Financial Services Group 


“Discover Excellence" is the 
name of a formal comprehensive ef¬ 
fort to distinguish Discover Card on 
the basis of service. In 1987, the pro¬ 
gram was significantly broadened. For 
example, training of customer service 
representatives was intensified and 
quarterly polling of cardmembers and 
merchants implemented. The results: 
higher efficiency and excellent custom 
er satisfaction rankings. Reflecting 


this, in 1987, operations personnel 
received five million customer 
telephone inquiries and resolved 95% 
at the point of contact. 

Similarly, on the day after Thanks- 

4 ' 4 

giving, 67,471 voice authorization 
calls—more than double normal 
“busy" volume—were answered on 

4 

average in 2.6 seconds and handled 
conclusively in well under a minute. 


Coldwell Banker Real Estate Group 


In a bold move to meet the for 
midable challenge of its Expect the 
best™ philosophy, the Coldwell 
Banker Residential Group introduced 
its 18 point Best Seller Marketing Ser¬ 
vices Guarantee which promises 
specific marketing services will be de¬ 
livered or the listing contract can be 
terminated. The company had two ob¬ 
jectives in developing the guarantee: 


first, to demonstrate the level of quali 
ty and service represented by its 
Expect the best™ promise; and sec¬ 
ond, to provide home sellers with 
peace of mind by incorporating a 
meaningful termination provision in 
the guarantee. Expect the best™ high 
lighted several services introduced in 
1987 to give the customer a compre 
hensive home seller s package. 






















Customer Councils bring Allstate managers 
in direct contact with customers to 
determine how we can serve them better. 
In Indianapolis, Regional Vice President 
Marv Battcher and staff confer with 
policyholders. 


In 1987, Coldwell 
Banker Residential 
Group nationally 
introduced its Expect 
the best™ philosophy, 
raising the level of 
residential real estate 
service offered home 
sellers and home 
buyers. 



Evening delivery- of 
home appliances is a 
convenience offered 
by Sears in major 
markets. 



















































achieving Cost Efficiency 
Without Compromising 

Value 



A challenge Sears is meeting on 
many fronts is that of achieving 
cost efficiency without 
compromising value or service. 
One example is gathering timely 
and accurate data on sales to 
gain greater control of inventory 
while reducing transaction time 
for the customer. Also, 
sophisticated training programs 
are at the root of efforts to 
provide the best values in the 

marketplace. 


Merchandise Group 

New bar-code reading at point-of- 
purchase will provide better customer 
service and greater control of inven 
top' through improved information 
gathering. Using a retail-oriented sys¬ 
tem called the “3 of 9 Code Symbol¬ 
ogy," laser pen scanners at the 
checkout register will read sales and 
inventory information faster and more 

accuratelv. The new svstem allows 

• «■ 


Allstate Insurance Group 

The company is continually test 
ing and implementing cost contain¬ 
ment programs that are sustainable— 
programs that will strike a balance be¬ 
tween costs and customers' needs. 
Allstate's goal is not merely to reduce 
expenses, but also to achieve maxi¬ 
mum return on evcrv investment. 

One example of this philosophy is 
Allstate’s problem-solving “Growth 


all Merchandise Group suppliers to at 
tach bar-coded tags to goods at the 
manufacturing site—saving in-store 
time and costs now required for re 
ceiving and pricing merchandise. 
Overall, this leading-edge technology 
means faster transaction time for cus¬ 
tomers and more current and accurate 
data on sales and inventory. 
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Teams," a participative management 
process that allows groups of employ 
ees from various disciplines to find 
new opportunities for enhanced cus¬ 
tomer relations, growth, profit and sav¬ 
ings. Another program involves parti¬ 
cipation by Allstate managers in the 
strategic planning process for their 
markets. 


Dean Witter Financial Services Group 


The Consumer Markets Division 
traditionallv has maintained one of 

4 

the most competitive cost structures 
on Wall Street. This key discipline 
guided its growth plans in recent 
years and has produced measurable 

benefits. Today, Consumer Markets 

; 1 

has the third largest sales force in the 
industry’ and profit margins more 
favorable than many of its compete 
tors. Additional benefits should 


accrue in the future, w r ith margins im¬ 
proving as account executives gain ex 
perience. To help account executives 
as well as their branch managers con¬ 
tinually build their skills, Consumer 
Markets offers professional develop¬ 
ment programs designed to be* 
among the most comprehensive in its 
industry. In 1987, 60% of the sales 
force and most branch managers par 
ticipated in these programs. 


Coldwell Banker Real Estate Group 


Homan's strategy to provide the 
best value in the marketplace for its 
customers is exemplified by its Texas 
development of The Parks at .Arling¬ 
ton. A 700,000 square foot regional 
mall anchored by Sears, Merwn’s and 

4 4 

Dillard’s, The Parks at Arlington was 
designed to provide an appealing and 
efficient shopping facility . For its 


constmction, Homan used a new light 
weight frame wdiich reduced its struc¬ 
tural costs by $500,000. Construction 
of the tenth regional shopping center 
developed in Texas by Homart was ac¬ 
complished on a budget planned to 
provide value to both retailers and 
shoppers. 
















Under a program in cooperation with The Wharton School of the University of 
Pennsylvania, senior Dean Witter account executives and branch managers study topics 
such as strategic planning and portfolio investment techniques w ith some of the country’s 
leading business professors. The Wharton courses are among a total of 14 training 
programs offered by Consumer Markets. 
















































Developing Products 
and Services 



The ability to meet customer 
needs for quality products and 
services bos been a key factor in 
the company's leadership 
positions in both merchandising 
and financial services. 
Innovative business relationships 
with Disney and McDonald’s 
demonstrate Sears ability to 
design and market products 
which have exceptional 
customer appeal. Innovative 
approaches to meet customer 
needs is a hallmark of the 
company's financial services 
businesses as well. 


Merchandise Group 

Business relationships with some 
of America’s premier companies are 
bringing appealing new products to 
Sears customers. Last November, 

Sears signed an unprecedented 
10-year agreemen t with The Walt 
Disney Company to develop a wide 
variety of exclusive Sears/ Disney 
marketing ventures. For example, a 
special line of products will be co¬ 
designed with Disney beginning later 


Allstate Insurance Group 

The ability to grow' is largely de¬ 
pendent on the ability to reach new 
markets—and Allstate continues to ex¬ 
pand its reach. In personal lines, a 
new auto policy targeted at three dis 
tinct markets, and priced to reflect the 
individual risk, will allow- agents to of¬ 
fer coverage to more potential custom 
ers. In addition, tne product, Allstate 
Advantage, offers a discount to quali¬ 
fied customers w r ho have both Allstate 


this year. Also, Sears will have the ex 
elusive right to develop and sell prod¬ 
ucts featuring the Disney characters 
from new feature-length animated 
films or re-releases. Earlier in 1987, 
Sears and McDonald’s launched the 
McKids® line of children’s apparel. Its 
phenomenal success has resulted in 
plans to test mall boutiques highlight¬ 
ing the McKids® merchandise. 


auto and homeowners insurance. The 
Allstate Indemnity Company’s new- 
emphasis targets drivers w-ho find it 
difficult to secure conventional insur¬ 
ance because of exotic cars, inexpert 
ence or individual driving records. 
This product presents a marketing 
alternative for the Allstate agent and 
excellent growth potential for the 
company. It helped boost Allstate In¬ 
demnity premium volume by about 
50% during 1987. 


Dean Witter Financial Services Group 


Responsiveness to customers' 
varied investment preferences has 
helped make Dean Witter one of 
America s leading money managers. 
New r products introduced in 1987 in¬ 
clude the Government Securities Plus 
fund, w'hich invests in long and inter¬ 
mediate-term treasury securities and fi¬ 
nancial derivatives; Cornerstone IV, 
the first interbank w r orld currency 
fund available to LJ.S. investors; 
Allstate Municipal Income Trust, a di¬ 


versified portfolio consisting principal 
ly of investment quality long term 
bonds; and the High Income Advan¬ 
tage Trust, which seeks high income 
from low r er rated or unrated securi¬ 
ties. In response to customers’ increas¬ 
ing interest in conservative, income- 
oriented investments, new' products 
for 1988 include a fund that invests in 
the utilities industry' and a govern¬ 
ment securities fund. 


Coldwell Banker Real Estate Group 


During 1987, the Commercial 
Group paved the w'ay for personal 
and familv trust officers to invest as- 
sets under their management in real 
estate. Through the unique Cokhvell 
Banker Real Estate Partnership for Per¬ 
sonal Trust I, the company plans to 
meet the requirements of personal 
trust managers with an investment 
product tailored to their needs. The 
Partnership plans to offer shares to fi¬ 


nancial institutions w r hich in turn will 
place the shares in their trusts. Assets 
of the Partnership are planned to be 
invested in high quality commercial 
real estate. Formed and administered 
by Coldwell Banker Capital Manage¬ 
ment Services, the Partnership for Per 
sonal Trust I is regarded as an innova¬ 
tive advancement in customized real 
estate investments. 
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W innie the Pooh welcomes Disney characters to Sears 
has been a member of the family for 23 years. Sears an< 
Disney Company reached an agreement in 1987 to de\ 
variety of exclusive marketing ventures. 
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The four funds 
shown are among the 
varied managed 
investment products 
offered by Dean 
Witter. All launched 
in 1987, their 
aggregate assets 
amounted to $2.8 
billion by year-end. 



In 1987, Cold we 11 
Banker Capital 
Management Services 
laid the groundwork 
for its Partnership for 
Personal Trust I, a 
real estate investment 
package for consumer 
financial institutions. 

















































Expanding, 
Strengthening and 
VIore Effectively Sharing 
Distribution Channels 



A primary goal of the company's 
diversification has been the 
creation of value through the 
interaction of our businesses. 
Major avenues for company 
growth are being opened by the 
development and expansion of 
channels through which 
customers may be offered a 
broader array of products and 
services. These distribution 
channels are being created 
within each business group as 
well as between and among the 

groups. 


Merchandise Group 

Extending its reach to consumers 
and broadening its assortments of 
merchandise through strategic acquisi¬ 
tions, the Group* acquired two special- 
ty retailers in recent months: Eye Care 
Centers of America, Inc. in 1987, oper 
ator of 41 optical superstores, and 
Pinstrip>es Petites, Inc. in 1988, a chain 
of 25 women’s apparel units. Empha¬ 
sizing convenience and selection. Eye 
Care units offer one-hour prescription 
service and a full range of family 

Allstate Insurance Group 

Allstate’s growth in 1987 can be 
attributed partly to its increasing num¬ 
ber of distribution systems. New r sales 
avenues opened in all lines of insur¬ 
ance resulted in about 6,CXX) new pro¬ 
ducers, bringing the total number of 
producers selling Allstate products to 
approximately 56,000. Existing chan¬ 
nels expanded as w r ell. More than 
1,000 agent locations were added 


eyewear products in Arizona, Califor¬ 
nia, Louisiana, New’ Mexico and 
Texas. Pinstripes Petites markets 
career and weekend apparel for petite 
sizes through mall stores clustered in 
Chicago, Detroit, Minneapolis, Wash¬ 
ington, D.C., and New England. 

Along with internally-developed ven¬ 
tures, the acquisition of these two suc¬ 
cessful businesses signals Sears active 
expansion into speciality retailing. 


during the year. Sales of Allstate Life 
products through Dean Witter account 
executives increased 166% last year. Al 
so, Allstate’s Direct Marketing Center, 
one of the largest financial services 
mailers in the country, distributed an 
average of one million pieces every 
work day during 1987, w r hile Allstate 
Enterprises Teleservices completed 
more than 1.5 million telephone calls. 


Dean Witter Financial Services Group 


Since Dean Witter account execu 
tives began selling Allstate annuities 
in 1984, annual premiums received 
for proprietary insurance products 
have risen nearly twelvefold, to $721 
million in 1987. The Allstate Dean Wit¬ 
ter relationship continues to strength¬ 
en and expand, leveraging this suc¬ 
cess. Collaborative efforts on new r 
products, such as the Dean Witter 
Growth & Income Annuity, begin at 


the design stage. Once a prototype is 
jointly developed, Dean Witter account 
executives provide feedback to help 
Allstate shape a final product. After 
the launch, Dean Witter insurance co¬ 
ordinators work with account execu¬ 
tives to enhance the sales effort. In all, 
the Dean Witter-Allstate relationship 
has produced five life and annuity in¬ 
surance products and more than $1.2 
billion in premiums over four years. 


Coldwell Banker Real Estate Group 


A major strength of the Coldwell 
Banker Residential Group on a nation¬ 
al level is its ability to integrate and 
meet all consumer real estate needs. 
Coldwell Banker can locate and fi¬ 
nance a home in one process that in¬ 
cludes the origination of mortgages 
through the Sears mongage chain. 

This allow r s Coldwell Banker to pro¬ 
vide consistently competitive mon¬ 


gage products through a servicing 
and funding system w r hich is respon¬ 
sive to its sales associates and home 
buyers' needs. In 1987, Coldwell Bank 
er originated over $1.1 billion in Sears 
mongages for its customers. Coldwell 
Banker also plans to begin offering 
selected Allstate products and services 
in 1988, further expanding Sears fami¬ 
ly distribution channels. 





















Emphasis on family 
service helped make 
Eye Care a desirable 
acquisition for the 
Merchandise Group. 


Through Coldwell 
Bankers mortgage 
origination service, 
home buyers can 
locate a home and 
finance it in one 
process. 



Allstate’s Direct 
iMarketing Center 
provides direct mail 
and telemarketing 
services for the Sears 
family of companies, 
as well as for other 
major corporations. 


I 


Clients planning for 
retirement have 
responded 

enthusiastically to the 
new Dean Witter 
Growth & Income 
Annuity, which 
provides tax-favored 
income every month 
as well as tax-deferred 
growth. 



































































Michael Bfjzic, 
Chairman and 
Chief Exeat til* Officer. 



Well-known brands in home entertainment have been added to the Sears lineup of 
products. That strategy’ w ill be expanded to home appliances in 1988. 


Operations Review 

In /9#7. Sears Merchandise Group 
revenues increased by SI billion for a 
record year Income rose 7% on a 3.7% 
revenue increase over 1986'sperformance. 
IXitnestic Merchandising benefit ted from 
strong sales of apparel and home related 
merchandise. Factors affecting income 
included higher gross margins helped by a 
reduced UFO charge and decreased taxes 
related to lower tax rates, partially offset by 
organizational restructuring costs 
International's results were aided by 
favorable Canadian conversion rates and 
gains on sales of property 


(millions) 

1987 

1986 

Revenues 

$28,08 5 .5 

$27.074J 

Assets 

23,819.8 

22.3710 

Receivables 

14,035.6 

12.408.4 

Net Income 

787.4 

736.0 


Domestic A /< rebel ndising 


International 

Credit 




Distribution of Group Revenues 


In 1987, Sears Merchandise Group 
initiated a variety of programs for new 
growth. 

The Group expanded its selling 
space last year by 700,000 square feet, 
and plans a net addition of 1.2 million 
square feet in 1988. The number of de¬ 
partment stores is projected to increase 
from 813 in 1987 :o 831 by the end of 
1988 . 

Opportunities for new' growth in¬ 
clude not only acquisitions, but also 
free standing specialty retail ventures, 
w hich the Group will begin testing in 
1988 The first Sears Sleep Shops—bed¬ 
ding stores offering Sears and other 
national brands—opened in Dade 
County, Fla. in February 1988. Chil 
dren's boutiques featuring Me Kids® 
merchandise will lx* tested in mall loca¬ 
tions in 1988. In densely populated 
areas where Sears is under represented, 
a new* “neighborhood store" format 
emphasizing apparel, home fashions 
and catalog merchandise will be tested. 
Sears also will test conveniently located 


free standing automotive service units. 

New’ in-store programs also are be¬ 
ing developed. For example, an expand¬ 
ed line of national brands in home ap¬ 
pliances and electronics will be evaluat¬ 
ed in a major market in 1988. “Main¬ 
frame,” a new' junior apparel shop, of 
fers contemporary merchandise in an 
upbeat environment. 

Another area of growth for the Mer 
chandise Group is the home improve¬ 
ment products and services business. 

In a fragmented industry'. Sears has be 
come America s largest home improve¬ 
ments provider. 

New Marketing Directions 

Changes in the marketplace are de 
manding innovative ventures in the 
stores and catalogs. 

A w ide range of programs is de¬ 
signed to increase fashion appeal. For 
women, new in store apparel sections 
reorganize the product assortment and 
selling floor by specific customer life 
sty les, from activewcar to career fash 
ions. In men's apparel, new dramatic 























presentation will highlight contempo¬ 
rary fashions, beachwear and classic 
sportswear. 

Innovative catalog marketing con¬ 
tributes to the fashion thrust. The suc¬ 
cess of two sophisticated new catalogs 
last year—classic men's fashions and 

V 

contemporary women’s apparel—have 
resulted in future commitments to simi¬ 
lar books. Both men's and women’s cat¬ 
alogs present the latest styles in over¬ 
size pages and upbeat photography. 

Sears products remain America s 
top sellers in more than 75 merchan¬ 
dise lines ranging from bench power 
tools to maternity clothes. Two respect¬ 
ed Sears brands, Kenmore and Die- 
Hard, celebrated landmark anniversa¬ 
ries in 1987, Kenmore’s 60th year and 
DieHard’s 20th. 

Commitment to the Future 

The Merchandise Group has under- 


Ed and Sandy Johnson of Palatine, Ill., enjoy 
gourmet cooking in their remodeled 
kitchen, created by the Merchandise 
Group s installed home improvements 
service. 

gone major changes during the past 
several years and will continue its evolu¬ 
tion to meet future challenges. Intensify¬ 
ing its focus on the customer, it is modi¬ 
fying existing structures to enable all 
the businesses to operate according to 
their individual needs. 

In March 1988, Sears Merchandise 
Group announced a restructuring of its 
headquarters staff which will be imple 
mented over the next few years. Result¬ 
ing in leaner organizational structures 
for each of our businesses, this realign 
ment will improve Sears decision¬ 
making processes for greater respon¬ 
siveness to the customer and to 
changes in the marketplace. 

Ongoing systems improvements 
currently involve more than 100 data 
processing projects. One successful pro¬ 
gram, called ACES—Advanced Catalog 
Entry System—facilitates the develop 



ment of 800-number telecatalog centers 
by providing the latest customer and 
product information in a vastly simpli¬ 
fied user format. 

Reorganization of the company’s 
extensive merchandise distribution svs 
tern was begun last year. When complet 
ed, the consolidation of activities from 
13 distribution centers to seven modern¬ 
ized centers is expected to save $150 
million annually. Advancements in com¬ 
munications and shipping methods al 
so allowed changes in the fashion distri¬ 
bution structure and methods. The 
modifications will help streamline the 
company's system while improving per 

formance in an industry noted for fast 

* 

turnover of goods. 
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Videos, upbeat presentation and contemporary fashions attract younger customers to 
“Mainframe,” a new in-store shop. 









































/instate 


Operations Review 

The Allstate I mu ranee Group improved on 
a strong 1986 by posting its most successful 
year ever. Steady sales growth in all 
business units, improved investment 
income, higher capital gains and relatively 
mild weather conditions combined with the 
"fresh start" tax adjustment to account for 
the record results. Allstate's revenues 
jumped to $15.6 billion . a 23-1% increase 
over 1986's figures. Met income also hit an 
all time high of $962.6 million . up from 
$750.4 million a year ago. 


(millions) 

1987 

1986 

Revenues 

5/5,555.7 

$12,638.2 

Assets 

24,497.4 

20J41.3 

Investments 

20.1258 

16,475.7 

Met Income 

962.6 

750.4 


Investments 

Property/L iah ility> 
Life/ Health 




RichardJ. Haayen, 
Chairman ami 
Chief Executii e Officer. 


Allstate's 1987 success can be at¬ 
tributed, in part, to its property-liability 
market share expansion. A growing 
sales force, innovative products and 
competitive rates have expanded 
.Allstate's reach into the personal-lines 
marketplace. As a result, its personal 
property/liability customer base is 25% 
larger than it was four years ago. In ad¬ 
dition, Allstate’s aggressive underwrit¬ 
ing programs have improved the quali¬ 
ty of its customer base. 

The numbe r of Allstate agents con¬ 
tinues to climb, up 17% since the intro¬ 
duction of the Neighborhood Office 
Agent program in 1985. Total locations 
are almost double what they were in 

m 

1984. This growth has enhanced 
Allstate's ability to provide products to 
more people in more places, to retain 
more business, and to better serve cus¬ 
tomers. 

New Products 

Among the most successful prod 
ucts introduced in 1987 was the 


Allstate Advantage auto product, which 
features a discount that makes it possi¬ 
ble for manv insureds with Allstate 
homeowners insurance to save on their 
auto coverage. A new .Allstate Indemni¬ 
ty Company product designed for the 
specialty auto market was introduced 
in 10 states in 1987. In life/health insur 
ance, a new twist to Universal Life—Uni¬ 
versal Term—was introduced. .Another 
new offering in 1987 was a single premi¬ 
um whole life policy 7 aimed at the ma¬ 
ture market. The product, developed 
by .Allstate Life, is sold by Dean Witter 
account executives. And for business 
insurance producers who previously 
focused on larger accounts, a new 
policy 7 , STAR PAK, was introduced for 
smaller premium markets. 

Operating Efficiencies 

Improved systems capabilities are 
keeping Allstate in the industry’s tech¬ 
nological forefront. The agent sales-sup 
port computer system, ALSTAR, is now 
available to 80% of Allstate’s sales 



On Sept. 3, 1957, 

Dale and Norma Jean 
Huddlestun bought 
the first Allstate Life 
insurance policy 
because of their trust 
in Sears. Last year, the 
Huddles tuns and 
Allstate Life 
celebrated their 30th 
year together. 


Distribution of Group Revenues 


















Market analysts 
compile, analyze and 
interpret 
demographic, 
economic and 
competitor data to 
identify areas within 
regional territories 
that display the 
greatest potential for 
profitable growth. 



force, and will be available to 95% of 
agents by the end of 1988. Mechanized 
systems for claims, underwriting, opera¬ 
tions and other areas continue to be ex¬ 
panded and improved. 

The consolidation of all group 
life, health claim offices into a single 
Indianapolis facility during 1987 will 
result in more efficient and cost-effec¬ 
tive claim processing. 

Business Insurance Advances 

Like personal lines, business insur¬ 
ance achieved excellent growth in 198” 
because of new products and pro¬ 
grams, a growing number of distribu¬ 
tion channels, and a focus on customer 
service that is distinctive in the market¬ 
place. 

Commercial property reinspec¬ 
tions, involving on-site surveys of cur 
rent risks, were instituted to maintain 
the quality of Allstate’s commercial busi¬ 
ness. More than 9,000 reinspections 
were completed in 198”. 


Partners Achieving Commercial 
Excellence (PACE ), a participative man 
agement program, continues to signifi 
candy improve operational efficiencies 
in the business insurance area. Since its 
implementation in 1985. more than $19 
million has been saved as a result of em¬ 
ployee. team suggestions. 

Reinsurance is focusing on 
strengthening relationships with bro¬ 
kers and client companies in order to 
improve service to and increase busi 
ness from current customers. 



Life/Health Achievements 

Allstate Life posted another record 
sales year in 1987, topping the previ¬ 
ous year's premium income by over 
39%. Sales increased in early 1987 pri¬ 
marily due to new products and addi 
tional distribution outlets. Growth in 
Allstate agent sales of life products was 
twice the industry' average during the 

last five years. 

# 

Records were set throughout the 


year in the sale of variable annuities, 
single premium deferred annuities and 
single premium life by Dean Witter 
account executives. Additional achieve 
ments in the sale of pensions and struc 
tured claim annuities were also realized. 


This Business 
Insurance PACE team 
eliminated the need 
to store millions ol 
cancelled checks by 
suggesting the use of 
microfilm. 















































































PhilipJ. Purcell, 
Chairman a ml 
Chief Executhe Officer. 


DEAN WITTER 


Operations Review 

Dean Witter Financial Services Group 
earned $1.2 million in 1987 compared 
with a year earlier loss oj $37 million 
Securities related operatums produced 
income of $75.8 million versus $79.5 
million in 1986. Sales of savings branches 
resulted in after tax gains of $53-4 million 
in 1987 and $12.4 million in 1986. 
Discover Card Services posted a net loss of 
$124.2 million compared with a year 
earlier loss of $106 million, reflecting the 
second year of planned investment for 
aggressive marketing of the Card, and an 
increase in the allowance for loan losses 
Group revenue rose 17% in 1987, to $3 99 
billion. 


(millions) 

1987 

1986 

Revenues 

$1994.8 

$3.4153 

Assets 

24. $74.4 

21,238.9 

Investments 

13.312.0 

12,924.8 

Net Income 

1.2 

(37.0) 


Commissions 




In 1987, the market environment 
brought many challenges—some of 
which were historic. Nonetheless, Dean 
Witter Financial Services Group pro 
duced significant accomplishments 
across the board, and moved oppor¬ 
tunistically to enhance its position for 
the future. 

Securities-related operations, build 
ing on record profits in 1986, produced 
exceptionally strong results through 
the first nine months. When unprece¬ 
dented turbulence impacted world equi¬ 
ty markets in the fourth quarter, these 
operations continued to produce re 
spectable results—comparing favorably 
with competing firms. 

The difficult turn in the markets 
caused sharp retrenchment moves at 
manv Wall Street firms. Dean Witter, 

4 

however, aided bv controlled costs and 

4 

limited exposure to high risk activities, 
avoided these actions and instead 
moved to capitalize on the dislocation 
—by recruiting aggressively in business¬ 
es expected to produce higher returns. 
These include product origination and 
investment banking. Reflecting this 
drive, Dean Witter hired over 25 key 
professionals from the top ranked mu¬ 
nicipal finance team, and added more 
than 20 seasoned professionals to its 
Corporate Finance department. 

The retail securities operations 
moved to expand during this period of 
opportunity by stepping up recruiting 
of seasoned, top producing account ex¬ 
ecutives. With the intent of increasing 
market share, similar investments will 
continue. For example, plans for 1988 
call lor adding nearly 500 account ex¬ 
ecutives, for a total of 8,000 bv vear 

4 4 

end. 

Discover Card Progress 

Discover Card’s marketing success 
accelerated greatly in 1987. Two years 
after its launch, the Card has become a 
major provider of credit services. 



At Dean Winers World Trade Center 
headquarters, traders monitor securities 
markets to expedite order processing for 
institutional and retail clients. 


Bv early 1988, more than 22 million 

4 4 

Discover Cards were outstanding, and 
more than 729,000 service establish¬ 
ments nationwide were accepting the 
card. 

The high lev el of acceptance 
among service establishments was a 
key success in 1987. A significant pene¬ 
tration of the travel and entertainment 
sectors was achieved; utilization by 
major retailers also advanced—led by 
K man s decision to accept the Card. In 
all, receivables in 1987 nearly tripled, 
to $3-7 billion at year end. 

4 

The broadened acceptance pro 
duced significant momentum in the 
fourth quaner. Receivables grew by 
more than $1 billion. Card usage 
increased sharply during the holiday 
season and new account acquisition in 
creased to a rate of more than 23,000 a 
day, up from more than 16,000 daily in 
the first nine months. 

To capitalize on this building 
momentum, additional marketing re¬ 
sources will support Discover Gird in 
1988. A new advertising campaign, 
aimed at further increasing usage, will 

debut in the spring. 

Sears Mortgage Corp. Advances 

Continued gains in total origins• 




























tion volume comprise one of the 1987 
highlights for Sears Mortgage Corp. 
(SMC). In the first half, total origina¬ 
tions increased at a rate far exceeding 
expectations, but growth slowed in the 
second half as interest rates climbed. 
For all of 1987, total origination vol¬ 
ume rose 38%. A second highlight of 
the vear was SMC's increased efficiency 

4 J 

through a variety of programs. One 
new effort, "SNAP, ' shortens the time 
from application to loan commitment. 
Under another, “MLAPS,” systems were 
installed to automate tracking and 
processing of mortgage loans from 
application to closing. MLAPS will be 
further enhanced in coming years. As a 
result of such efforts, SMC achieved a 
7% reduction in net mortgage loan ac¬ 
quisition costs in 1987. 

The emphasis on efficiency 7 also 


With a conservative approach to investing 
and its diversified line of products and 
services, Dean Witter attracts large 
numbers of clients whose chief investment 
objective is capital preservation. 

prompted the closing of Sears Savings 
Rank's (SSB) remaining 40 branches, 
marking the completion of SSB’s re 
structuring. The action, consistent with 
Dean Witter s strategy to offer consum¬ 
er financial services through nontra- 
ditional channels, should significantly 
strengthen SSB’s profit potential. 

Key Management Changes 

In late 1987, the Group an¬ 
nounced a number of changes in sen 
ior management as a result of Charles 
F. Moran's promotion to senior vice 
president and chief information officer 
of Sears, Roebuck and Co. Robert H. 
Wood II was named to succeed Mr. 
Moran as Dean Witters senior execu 
tive vice president and chief administra¬ 
tive officer. Richard M. DeMartini was 
named president and chief operating 
officer of the Consumer Banking Divi 
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sion, succeeding Mr. Wood. James F. 
Higgins was promoted to president and 
chief operating officer of the retail 
securities business, succeeding Mr. 
DeMartini. 

In the coming year. Dean Witter s 
key priorities include achieving profit 
goals set for each line of business 
while seizing opportunities as they 
emerge to build its businesses—thus 
balancing growth and profitability. 
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One of the features 
that adds to Discover 
Card’s utility and 
value to 
card members: 

extremely high 
acceptance by travel 
and entertainment 
companies. 
Penetration of this 
important sector 
exceeded 90 % at 
year-end. 















* 


ArthurJ. Hill, 
Chairman ami 
Chief Executive Officer. 



Operations Remew 

The Cold well Banker Real Estate Group 
continued its expansion, generating 
revenues of $1.2 billion , up 8% from 
1 C J86. Revenues from the residential real 
estate business were up 1 ~*%, reflecting the 
approximately 10% market share achieved 
and the 40% increase in the volume of 
mortgages originated. After tax gains on 
sale of property totaled $122.0 million in 
1987 and $101.5 million in 1986. Net 
income for the Group of $93.1 million was 
$.7 million less than the strong 
performance level realized in 1986. 


(nut lions) 

1987 

1986 

Revenues 

$l f 243.7 

$1,151.8 

Assets 

1,851.6 

2,124.5 

Investments 

1,388.4 

1,366.1 

Net Income 

93.1 

938 


Residential Group 

Homart Development Co. 
Commercial Group 



Distribution of Group Revenues 



During 1987, the Coldwell Banker 
Real Estate Group again proved itself to 
be the premier real estate organization 
in America through its development of 
creative real estate products and ser 
vices and its increased market coverage 
through expansion and acquisitions. 

The company is the nations largest 
full-service real estate firm and is an in¬ 
dustry’ leader in commercial property 
development and management. 

Customer Service Programs 

Through an aggressive national ad¬ 
vertising campaign, Coldwell Banker 
Residential Group announced it is the 
place to Expect the best.™ With this 
philosophy, the company issued a chal¬ 
lenge to itself and its competitors to go 
bevond the routine and raise the level 

4 

of consumer expectations for real es¬ 
tate services. 

In the highly competitive commer¬ 
cial real estate arena, Homart Develop¬ 
ment Co. continued its commitment to 
provide the highest level of customer 
service through its Tenant Relations pro¬ 
gram. Under that program, Homart rep¬ 
resentatives met with office building 
tenants to better understand the needs 
of the businesses they serve. The pro¬ 
gram assures customers that Homart s 
emphasis on service continues through¬ 
out the life of the lease and enables the 
developer to plan future projects more 
effect ivelv. 

4 

Mortgage Activity 

In 1987, Coldwell Banker Residen 
tial Mongage Sendees funded over $1.1 
billion in mortgages. The company has 
become a high volume, low cost mort¬ 
gage originator with a full line of resi¬ 
dential mortgage products. At year end, 
mortgages were available in 30 states, 
in over ^8% of Coldwell Banker-owned 
offices, and in over -l 3% of affiliate of¬ 
fices. 

Commercial Services 

Commissions from leasing activity 7 


were the strength of the Commercial 
Group in 1987 with the strongest activ 
itv in southern California and the mid 
Atlantic region. Leases had a total value 
of approximately $131 billion. 

Among several major real estate 
management accounts awarded the 
Group during 1987 was the John Han 
cock Center, a million plus square foot 
office retail project on Chicago's presti¬ 
gious Michigan Avenue. The estimated 
market value of commercial property 
managed by Coldwell Banker Real Es¬ 
tate Management Services in 1987 was 
in excess of $7.0 billion. 

Commercial Finance Services dur 
ing the year originated financing in ex¬ 
cess of $949 million and its loan servic¬ 
ing portfolio grew to approximately 
$3.4 billion. 



With the Marketing Services Guarantee, 
home sellers can feel confident Coldwell 
Banker will do everything possible to sell 
their homes. 


In response to the high level of in 
terest in American real estate by foreign 
investors in Pacific Rim countries, the 


Pacific Rim Investors Accounts Group 
was formed. This Group develops rela 
tionships with selected Pacific Rim in¬ 
vestors and provides a conduit to serv¬ 
ice this capital source effectively and effi- 
cientlv. Coldwell Banker Portfolio Dis 

4 

position Services was also established 
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Tysons II is planned 
to feature a dynamic 
collection of 10 office 
buildings, two luxury 
hotels and a 


in 1987 to work with financial institu¬ 
tions and governmental regulator}’ 
agencies in the disposition of real es¬ 
tate acquired through foreclosure. 

Leasing and Development 

Homart had a record year in the 

✓ 

leasing of its owned office buildings 
and regional malls. More than 1 million 
square feet of office space was leased 
in 19 buildings and more than 650,000 
square feet of retail space was leased in 
28 major shopping centers. Most nota¬ 
ble were the leasing of 292,000 square 
feet in Phoenix Tower in Houston, and 
the retail leasing commitments for 75 % 
of the mall stores at The Galleria at 


Tysons II scheduled to open in Septem 
ber 1988 in McLean, Va. 

Once again ranked the second larg¬ 
est regional shopping center developer 
in the country by Shopping Center 
World. Homart continued to focus on 
its major line of business, with construc¬ 
tion underway on seven regional malls 
including a total of four new centers 
and the expansion of three others. At 
year end 1987, Homart owned, man 
aged or was a partner in 28 regional 
malls. 

Increased Market Penetration 

Coldwell Banker Residential 
Group continued its national expan 


spectacular shopping 
galleria, all in a 
self-contained 
environment. 


sion through its dual marketing strat¬ 
egy of owning offices in larger metro¬ 
politan markets and franchising offices 
in middle and smaller sized markets. 
Through acquisitions and expansion, 
Coldwell Banker added 281 offices to 
its nationwide residential brokerage net 
work, bringing the total number of of¬ 
fices to 2,039. 


After a nine-month, 
$2 million 
renovation, The 
Phoenix Tow er is a 
leasing success 
attributed to 
Coldwell Banker’s 
marketing expertise 
and Homart’s belief 
in the recovery of the 
Houston economy. 
Seated in the 
sky lobby are (1 to r) 
Carolyn Christian, 
Homart development 
director; Jeff Gray, 
president and CEO, 
LJnited Capital 
Mortgage Corp., a 
subsidiary’ of United 
Savings Association, a 
building tenant; and 
Les Lehman, leasing 
agent, Coldwell 
Banker. 






























Shareholder Investment 

Information 


It is a fundamental abjective of 
iears. Roebuck and Co. to achieve 
consistent investment growth 
for our shareholders. To 
help ensure profitable growth 
while advancing many business 
initiatives, realistic performance 
guidelines are used by 
management to monitor each 
new project as well as on going 
operations. In this respect, 
management at every level within 
the Sears family of companies is 
accountable for maximizing 
the return on shareholder 
investment in Sears. 


World Financial Markets 

In recent years, European and 
Asian financial institutions have ex¬ 
panded at a rapid pace to match North 
American firms as leaders in the 
world’s financial markets. Further, 
European and Asian investment in for¬ 
eign securities htis increased dramatical 
ly since the late 1970s. 

Viewing these fundamental shifts 
in world financial markets, Sears, 
Roebuck and Co. has positioned itself 
to keep pace through full participation 
in the "internationalization" of capital 
markets. A principal means of establish¬ 
ing these relationships has been accom¬ 
plished by listing Sears common stock 
on major Asian and European ex¬ 
changes. 

Foreign Exchange Listings 

In 1978, the company's common 
shares were listed on the London, 

Basel, Geneva, Lausanne and Zurich 
stock exchanges In 1984, Sears be 
came the first U.S. company to list on 
the Tokyo exchange in nearly 10 years. 
Sears European representation was 
broadened by listing on the Paris and 
Frankfurt stock exchanges in 1985. The 
company’s shares are also listed on the 
.Amsterdam stock exchange. 

Serving to broaden the market for 


Sears equity, these foreign listings of 
the company's common stock also pro¬ 
vide other significant benefits. They un¬ 
derscore the company's belief that for¬ 
eign ownership of business enterprises 
helps encourage greater economic co¬ 
operation among nations, while in¬ 
creasing international visibility of the 
company and its businesses. 
Financial Analyst Meetings 

To ensure the flow of information 
about the company to investors, Sears 
strives to meet with representatives of 
the financial community on a timely 
basis, both domestically and overseas. 
In 1987, company officers met with 
groups of analysts representing more 
than 750 financial institutions in Chica¬ 
go, Edinburgh, London, Zurich, Frank¬ 
furt and Tokyo. In addition, company 
representatives met with analysts at 
more than 300 financial institutions in 
major U.S. cities during the year, and 
hosted over 50 meetings at Sears Tow¬ 
er for individuals representing financial 
institutions from seven foreign coun¬ 
tries and the United States. 

Dividends on Common Shares 

Cash dividends have been paid 
on common shares of the company 
each year since 193a. For the past ten 
years, annual dividends have ranged 


Common shareholders as of the Nov. 27, 1987 record date for the Jan. 2, 1988 
dividend payment were as follows:_ 


Type of shareholder 

Number of 
shareholders 

Number 
of shares 

Average per 
shareholder 

Percent of 
total shares 

Individuals: 

Women 

140,675 

38,077,563 

271 

10.0 

Men 

103,618 

31,454,329 

304 

8.3 

Joint tenants 

55,131 

15,874,895 

288 

4.2 

Bank nominees 

566 

19,398,645 

34,273 

51 

Investment organizations 

26,351 

9,770,827 

371 

2.6 

Brokers 

59 

203,278,319 

3,445,395 

53-7 

Corporations and firms 

1,374 

4,420,685 

3,217 

12 

Other 

671 

425,908 

635 

.1 

Employees' Profit Sharing Fund 

1 

55,867,409 

— 

14.8 

Total 

328,446 

378,568.580 


100.0 























London Stock Exchange 


Tokyo Shoken Torihikijo 
(Tokyo Stock Exchange) 



Bourse de Paris 
(Paris Stock Exchange) 



Frankfurter W ertpapierhorse 
(Frankfurt Stock Exchange) 


Common Stock Market Information in Dollars (unaudited) 


Market price 
per share 

First 

Quarter 

Second 

Quarter 

Third 

Quarter 

Fourth 

Quarter 

Year 


1987 

1986 

1987 

1986 

1987 

1986 

1987 

1986 

1987 

1986 

HIGH 

54% 

50% 

56 

49% 

59% 

47% 

52% 

45% 

59% 

50% 

LOW 

39% 

35% 

48% 

42% 

50 

39 

29% 

39 

29% 

35% 

CLOSE 

50% 

49% 

50% 

48% 

51% 

40 

33% 

39% 

33% 

39% 


from 40.0% to 70.5% of net income. In 


1987, common share dividends were 
$2.00 per share, totaling $756.0 million, 
or 46.0% of net income. 

The payment of dividends to share 
holders is dependent upon business 
conditions, income, cash requirements 
of the company and other factors (see 
note 9, page 45). The Finance Commit¬ 
tee reviews these factors and makes 
recommendations to the Board of Di 
rectors, which then determines divi 
dends per share of common stock that 
are consistent with earnings and the fi¬ 
nancial condition of the company. 

Dividend Reinvestment Plan 

The company offers a dividend 
reinvestment plan which provides 
several benefits to shareholders. 

Under the plan, a shareholder may 
choose to have cash dividends automat¬ 
ically invested in additional Sears com 
mon shares which will also earn divi¬ 
dends. A plan member may also 
choose to make optional investments, 
from a minimum of $25 to a maximum 
of $3,000 per month, in Sears common 
shares. 

Dividends and optional payments 
are invested in Sears common shares 
without charge to plan participants. 


Further information about the 
plan and enrollment provisions are 
contained in a Prospectus which may 
be requested by contacting the 
company’s Shareholder Services De 
partment, or the plan administrator, 
Morgan Shareholder Services Trust 
Company, the addresses and telephone 
numbers of which are listed inside the 
back cover of this report. 


Stock exchange listings 
Ticker symbol-S 

New York 
Midwest, Chicago 
Pacific, San Francisco 
London, England 
Switzerland: Basel, Geneva, 
Lausanne, Zurich 
Amsterdam, The Netherlands 
Tokyo, Japan 
Paris, France 

Frankfurt/Main, Germany 


The common shares of Sears, Roebuck 
and Co. were first traded on the New 
York Stock Exchange on March 2, 1910. 
































Corporate Responsibility 


The importance of corporate 
responsibility at Sears, Roebuck 
and Co. was stated more than SO 
years ago by former Sears 
Chairman General Robert Wood. 
He said , “Business must account 
for its stewardship , not only on the 
balance sheet, but also in matters 
of social responsibility. ” 
Recognizing its responsibilities to 
society , Sears conducts its business 
in a fair and ethical manner , and 
at the same time . works for the 
betterment of society. 



With billions of dollars in pur¬ 
chases from domestic suppliers, nearly 
half a million employees and more 
than 13.000 business locations. Sears 
has Li strong, positive economic impact 
on the entire country. As a result, the 

4 

company is committed to fostering mu¬ 
tually beneficial relationships, not only 


with communities in which it has facili 


ties, but also throughout the United 
States. 

Business Practices 

Working to provide greater oppor 
tunity lor economic growth to all is a 
company priority. 

Since 1971, Sears has worked with 
a consortium of banks owned by minor 
ities or women. It began with four Chi 
cago area banks and now includes 5 1 
of the 92 recognized minority- or wom¬ 
enowned banks nationwide. In 1987, 
Sears maintained significant deposits 
and investments n both certificates of 


deposit and money market accounts Lit 
the banks. Additionally, the company 
recently activated a revolving credit 
line with a group of these banks. The 
borrowing is the largest of its kind be 
tween a U S. corporation and minority 
banks. Both Sears and Allstate also of 
fer support through their long time 
practice of making tax deposits 
through minority banks. 


An outgrowth of The Sears-Roebuck 
Foundation’s support of the Keep 
America Working program is the new 
United Technology Center, located on 
Cuyahoga Community College’s campus 
in Cleveland. UTC provides advanced 
resources to help businesses upgrade the 
skills of their workforce. 

Special programs to recruit and de¬ 
velop supplier companies owned by mi¬ 
norities or women have been main 
tained by Sears Merchandise Group 
since 1967, and .Allstate since 1973. 

One of the company's principal pur 
poses in developing minority- and 
women owned suppliers is to help en 
sure that the entrepreneurs grow and 
become a vital part of the economic 
mainstream. The Merchandise Group s 
total 1987 purchases from minority or 
women owned suppliers was $228.4 
million, Lin increase of 9.6% over 1986. 
Indicative of success, is that over the 
past two years, three of these minority 
or women owned companies have be 
come publicly owned. Sears purchases 
from these three companies alone to 
taled $ 48.4 million during the last year 
in which they were privately ow ned. 
The company continues to purchase 
from the three businesses. Sears other 
business groups also are committed to 
the development of minority- or worn 


Employment at Seirs Merchandise Group 

Percentage of Female and Minority Employees in Each EEOC Job Category 

(Categories as defined by Equal Employment Opportunity Commission) 


Job Categories 

Female % 

Black % 

Hispanic 

% 

Asian/ 
Pacific 
Islander % 

American 
Indian/ 
.Alaskan 
Native % 

Employees 
in each job 
category (in 
thousands) 

As of year end 

’86 

W 

86 

’87 

’86 

’87 

’86 

’87 

‘86 

’87 

’86 

’87 

Officials and Managers 

36.6 

38.7 

7.1 

7.5 

3-3 

39 

.6 

.7 

.4 

.4 

260 

259 

Professionals 

56.8 

55 2 

12.2 

12.9 

4.5 

4.7 

31 

4.0 

.8 

.3 

1.3 

2 1 

Technicians 

53-4 

535 

20.3 

16.1 

6.4 

6.6 

2.1 

2.2 

.9 

.6 

2.3 

36 

Sales Workers 

64.1 

635 

18.0 

17.5 

5.7 

6.4 

1.7 

1.6 

.4 

.4 

128.0 

135 5 

Office and Clerical 

84.2 

84.2 

18.5 

191 

6.2 

68 

1.8 

1.9 

.3 

.4 

81.7 

84.2 

Craft Workers 

8.1 

6.2 

11.6 

115 

6.7 

7.8 

1.7 

1.8 

.5 

.5 

27.6 

253 

Operatives 

10.6 

8.2 

24.7 

22.1 

9.6 

10.6 

1.9 

1.3 

.4 

.6 

10.1 

8.0 

Laborers 

33,9 

32.0 

28.9 

293 

8.3 

8.8 

1.3 

1.2 

.5 

.5 

46.2 

549 

Service Workers 

314 

318 

22.8 

234 

7.3 

9.2 

1.5 

1.4 

.4 

.6 

8.6 

55 

Total .All Categories 

55.5 

555 

18.6 

18.8 

6.2 

6.9 

16 

1.6 

.4 

,4 

3318 

345 0 


























en owned sources. In 1987, Allstate pur 
chased more than $35 million worth of 
products and services from minority-or 
women owned suppliers. 

In addition to purchases from mi¬ 
nority or women owned companies, 
the Merchandise Group operates Tow¬ 
er Ventures, Inc., a minority enterprise 
investment company. Allstate also in 
vests significantly in minority enter¬ 
prises. 

Philanthropic Efforts 

In 198 -7 . more than $20 million 
was contributed bv The Sears Roebuck 
Foundation, Allstate Foundation and 
Sears business groups to education, 
health and human services, arts and cul¬ 
ture programs and community affairs. 

The primary focus of The Sears- 
Roebuck Foundation has been educa¬ 


tion. In 1987, the Foundation contribut¬ 
ed $1.76 million in unrestricted grants 
to 934 private U S. colleges and univer¬ 
sities including -i2 member schools of 
the United Negro College Fund. The 
Foundation also supports such 
initiatives as the Officer Friendly pro 
gram for primary school students and 
the Interlochen Center for the .Arts' Na 
tional Music Camp. The Foundation's 
unprecedented 20 years of continuing 
support for public television's “Mister 
Rogers Neighborhood’’ further demon¬ 
strates the company’s commitment to 
early childhood development. Another 
Foundation project has provided $1.9 
million since 1985 to the Keep America 
Working program of the American Asso¬ 
ciation of Community and Junior Col 
leges. The program links community 


Coldwell Banker’s Homart Development 
Co. aids many local organizations through 
sponsorship of fund-raising activities in its 
shopping malls. Here, a "Jail and Bail" 
event benefiting the American Cancer 
Society’ is being held at Spring Hill Mall 
in Dundee, Ill. 

colleges with local government, busi 
ness and industry to develop practical 
vocational training, job opportunities 
and small business advancements. 

The Sears family of companies al 
so is active in a wide range of other 
philanthropic and community efforts. 

A primary channel for Sears sup 
port of health and human service 
needs in communities across the coun¬ 
try has been the l nited Wav. List year, 
the corporation, including all four busi 
ness groups, contributed more than $6 
million to United Way campaigns. 

Sears employees contributed another 
$11 million to the United Way through 
company conducted fund raising 
drives. 

In addition, the business groups 
provide financial support, professional 
expertise, curriculum direction, fund 
raising guidance and other in kind ser¬ 
vices to diverse community organize- 


Sears Merchandise Group Purchases 



1987 

GOODS cN SERVICES 
1986 

1985 

Minority -owned businesses* 

• 

S 85,095,930 

5 88,155.905 

$ 63.915.cm 

\\c>men -«>wned businesses* * 

S143.334.913 

$120,351,574 

5 ^.H| 1.208 

T< it.il 

$228,430,843 

$2(lK.5(r t 479 

$1 B726.JT8 


'Includes men .md women 
"Non minorm women unl\ 


Allstate originated 
the "Healthy 
American Games," 
and annually 
coordinates Chicago 
area business 
participation. The 
event is the largest 
single annual 
volunteer Olympic 
fund-raiser in the 


country. 

























Dean Witter helps 
youngsters develop 
new skills through its 
support of Playing to 
Win, Inc., a non¬ 
profit organization. 



tions, including those which focus on 
minorities and women The following 
descriptions are examples of the variety 
of programs supported by each busi 
ness group. 

Annually, Sears Merchandise 
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Group helps sponsor an award honor¬ 
ing women who have overcome seri 
ous disabilities to achieve major suc¬ 
cess in the executive and professional 
ranks. The aw r ard takes into account 
community service, occupational 
achievements, and persistence and ini¬ 
tiative in overcoming a handicap. Spun 
sorship is in conjunction with the Presi 
dent’s Committee on Employment of 
the Handicapped and Pilot Internation 
al, a women’s service organization. 

The Merchandise Group is also tin 
dertaking a new five year program with 
the Distributive Education Clubs of 
America which will provide 180.000 stu 



Allstate Chairman and Chief Executive 
Officer Richard J. Haayen addresses the 
conference, "AIDS: Corporate America 
Responds," the first in a series of Allstate- 
sponsored forums on important public 
issues. 


dent members ar. more than 6,000 high 
school and college campuses with 
skills needed for careers in marketing, 
merchandising and management. 

The Allstate Foundation contrib 
utes to a variety of areas including ur¬ 
ban revitalization, nurses' training and 
education. The cornerstone of Allstate's 
urban affairs program is its involve 
ment with Neighborhood Housing Ser 
vices (NHS), a nationwide network of 
community-based non profit groups 
dedicated to improving housing for 
low and moderate income city resi- 

j 

dents. 

The Allstate Forum on Public Is¬ 
sues, an innovative public service de 
signed to focus attention on critical is¬ 
sues, was introduced in 1987. First in 
the series w r as a conference entitled 
“AIDS: Corporate America Responds.” 

It brought together in Chicago more 
than 250 executives from major compa¬ 
nies around the nation to draft the first 
comprehensive guidebook for corpora 
tions to use in dealing with the disease. 
The results w^ere presented to nearly 
500 representatives of some 250 major 
companies at a follow-up meeting in 
Washington, D C. early in 1988. 

Allstate also sponsors the “Healthy 
American Games,” the single largest an¬ 
nual volunteer fund raiser in the coun 
tty for the U.S. Olympic Committee. 
More than half a million dollars has 
been donated to rhe Olympic team 
since inception of the games in 1982. 

Many communities receive help 
from .Allstate’s Helping Hands, the com¬ 
pany-sponsored employee volunteer 


program. An estimated 75% of Allstate 
employees have participated in more 
than 10,OCX) community projects. Last 
year, the Presidential Award for Private 
Sector Initiatives was awarded to a Help 
ing Hands group involved in fighting 
Chicago area floods. 

In 1987, Dean Witter participated 
in numerous community related activi¬ 
ties ranging from a matching gifts pro¬ 
gram to support for Playing to Win, 

Inc., a non profit organization dedicat¬ 
ed to promoting computer training for 
the disadvantaged. 

In addition, Dean Witter, along 
with Sears Merchandise Group and 
Allstate is a sponsor of INROADS, Inc., 
a non profit organization dedicated to 
preparing minority youths for leader 
ship positions in business. The sponsor 
ship includes providing summer em¬ 
ployment for interns for which they* re¬ 
ceive a salary. 

During the year, Coldw’ell Banker 
sponsored many activities to benefit 
senior citizens and various charities 
and non profit organizations. Scholar 
ship funds, vocational training and col 
lege recruitment sessions were among 
many education related programs of 
fered. In addition. Coldw'ell Banker par 
ticipated in Project Prevent, a program 
sponsored by the Foundation for the 
Prevention of Drug Abuse. 

Through its business practices, 
philanthropic efforts and participation 
in thousands of community-related ac 
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tivities, Sears, Roebuck and Co. helps 
ensure the vitality of communities 
throughout the country'. 
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Sears, Roebuck and Co. 

Responsibility for Financial Statements 


The financial statements, including the financial analysis 
and all other information in this annual report, were pre 
pared by management which is responsible for their integri¬ 
ty and objectivity. Management believes the financial state¬ 
ments, which require the use of certain estimates and judg¬ 
ments, fairly and accurately reflect the company’s financial 
position and operating results, in accordance with generally 
accepted accounting principles. All financial information in 
this annual report is consistent with the financial statements. 

Management maintains a system of internal controls 
which it believes provides reasonable assurance that, in all 
material respects, assets are maintained and accounted for in 
accordance with management’s authorizations and transac¬ 
tions are recorded accuratelv in the books and records. The 
concept of reasonable assurance is based on the premise 
that the cost of internal controls should not exceed the bene¬ 
fits derived. To assure the effectiveness of the internal con¬ 
trol system, the organizational structure provides for defined 
lines of responsibility and delegation of authority. The 
company’s formally stated and communicated policies de¬ 
mand of employees high ethical standards in their conduct 
of its business. These policies address, among other things, 
potential conflicts of interest; compliance with all domestic 
and foreign laws, including those related to financial disclo¬ 
sure; and the confidentiality of proprietary information. As a 
further enhancement of the above, the company’s compre¬ 
hensive internal audit program is designed for continual 
evaluation of the adequacy and effectiveness of its internal 
controls and measures adherence to established policies and 
procedures. 


The Audit Committee of the Board of Directors is com¬ 
prised entirely of directors who are not employees of the 
company. The committee reviews audit plans, internal con¬ 
trols, financial reports and related matters and meets regular 
ly with the company’s management, internal auditors and in¬ 
dependent public accountants. The independent public ac¬ 
countants and the internal auditors have free access to the 
Audit Committee, without management being present, to dis¬ 
cuss the results of their audits or any other matters. 

Touche Ross & Co., independent certified public ac¬ 
countants, have examined the financial statements of the com 
pany and their opinion is presented below. Their examina 
tion includes a study and evaluation of the company’s con 
trol environment, accounting systems and control proce¬ 
dures. Touche Ross advises management and the Audit Com¬ 
mittee of significant matters resulting from their examination 
of our financial statements and internal controls. 


Edward A. Brennan 
Chairman of the Board 
and Chief Executive Officer 

James M. Denny 
Senior Vice President and 
Chief Financial Officer 

John S. Vivian 
Vice President and 
Corporate Comptroller 


Accountants' Report 

To the Shareholders and Board of Directors of Sears, 
Roebuck and Co.: 

We have examined the Consolidated Statements of Fi¬ 
nancial Position of Sears, Roebuck and Co. as of December 
31, 1987 and 1986, and the related Consolidated Statements 
of Income, Shareholders' Equity and Changes in Financial 
Position for each of the three years in the period ended 
December 31, 1987. Our examinations were made in ac¬ 
cordance with generally accepted auditing standards and, 
accordingly, included such tests of the accounting records 
and such other auditing procedures as we considered 
necessary in the circumstances. 


In our opinion, the financial statements referred to 
above present fairly the financial position of Sears, Roebuck 
and Co. as of December 31, 1987 and 1986, and the results 
of its operations and the changes in its financial position for 
each of the three years in the period ended December 31, 
1987, in conformity with generally accepted accounting prin 
ciples which have been applied on a consistent basis during 
the period, except for the change, with w r hich w r e concur, in 
the method of accounting for the cost of pension plans as 
described in note 3 to the financial statements. 


Chicago, Illinois 
February 15, 1988 









Sears, Roebuck and Co. 

Ten-Year Summary of Consolidated Financial Data 

$ millions, except per common share data 



Operating results 

1987 

1986 

1985 

Revenues 

$ 48,440 

$ 44,281 

$ 40,715 

Costs and expenses 

44,310 

40,247 

36,844 

Interest 

2,716 

2.650 

2,627 

Operating income 

1,414 

1,384 

1,244 

Realized capital gains and other 

Income before income taxes, equity in net income of 

516 

441 

410 

unconsolidated companies and minority interest 

Income taxes 

1,930 

1,825 

1,654 

Current operations 

455 

460 

324 

Fresh start and deferred tax benefits 

(195) 

— 

— 

Net income 

1,649 

1,351 

1,303 

Percent return on average equity 

12.4 

10.9 

11.5 


Financial position 

Investments 

$ 25,120 

$ 22.183 

$ 19,249 

Receivables 

26,026 

21,417 

18,942 

Property 7 and equipment, net 

4,790 

4.593 

4,541 

Merchandise inventories 

4,115 

4,013 

4,115 

Total assets 

74,991 

65.995 

66,417 

Insurance reserves 

13,073 

9,952 

8,054 

Short term borrowings 

7,055 

4,306 

3,996 

Long-term debt 

9,562 

10.067 

9,907 

Total debt 

16,617 

14,373 

13,903 

Percent of debt to equity 

122 

110 

118 

Shareholders' equity 

13,588 

13,047 

11,794 


Shareholders’ common 
stock investment 


Book value per share (year end) 

$35.89 

$3398 

$3171 

Shareholders (Profit Sharing Fund counted as single shareholder) 

328,446 

319,686 

326,201 

Average shares outstanding (millions) 

378 

369 

363 

Net income per share 

$4.35 

$3.62 

$3.53 

Dividends per share 

$2.00 

$1.76 

$1.76 

Dividend payout percent 

46.0 

48.6 

49.9 

Market price (high low) 

59%-29% 

50y 8 -357 8 

41 y a -3oy 8 

Closing market price at year end 

33% 

39% 

39 

Price/earnings ratio (high low) 

14-7 

14-10 

12-9 


Operating results and financial position for 1986 and thereafter may not be comparable to prior years due to adoption of new pension accounting rules. See 
note 3 to the consolidated financial statements. 


The operating results and financial position for 1982 and prior years include Sears Canada Inc on the equity method of accounting Due to the purchase of a 
majority interest during 1983, the financial statements subsequent to Dec 31, 1982 present Sears Canada Inc. on a consolidated basis. 

Financial position at Dec. 31. 1981 and operating results for 1982 and thereafter include Dean Witter Financial Services Inc and Coldwell, Banker & Company, 
which were acquired on Dec. 31, 1981. 
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Sears, Roebuck and Co. 

Five-Year Summary of Business Group and Segment Financial Data 


Sears, Roebuck and Co. is comprised of four principal 
business groups. Management believes that, while the consol¬ 
idated financial statements reflect the total financial re¬ 
sources and operating results of the company, analysis of 
the operations of the various industry components within 
the company is facilitated by separate group statements. 
Therefore, beginning on page 46 are summarized financial 
statements, including notes unique to the operations of eac h 
group, and analyses of operations and financial condition. 


Following is a five-year summary of pertinent business 
group data, which is derived from the accompanying state¬ 
ments and includes a further refinement by industry seg 
ments. Corporate and Other assets are principally 
intercompany receivables, Sears Tower, investments and 
other subsidiaries not included in the business groups. Cor¬ 
porate and Other operations include revenues and expenses 
of those subsidiaries, and items which are of an overall 
holding company nature including that portion of admini¬ 
strative costs and interest w r hich is not allocated to the 
groups. 


millions 


Revenues 

1987 

1986 

1985 

1984 

1983 

Sears Merchandise Group 






Merchandising 

$22,894 

$22,092 

$21,549 

$21,671 

$20,439 

Credit 

2,011 

2,068 

2,098 

1,894 

1,404 

International 

3,180 

2,914 

2,905 

2,943 

3,246 

Sears Merchandise Group total 

28,085 

27,074 

26,552 

26,508 

25,089 

Allstate Insurance Group 






Property-liability insurance 

11,487 

9,698 

8,244 

7,551 

7,004 

Life-health insurance 

4,005 

2,884 

2,089 

1,404 

1,079 

Non-insurance 

64 

56 

46 

34 

41 

Allstate Insurance Groi ip total 

15,556 

12,638 

10,379 

8,989 

8,124 

Dean Witter Financial Services Group 






Securities-related 

2,747 

2,563 

2,031 

1,845 

1,544 

Consumer banking 

1,248 

852 

826 

651 

564 

Dean Witter Financial Services Group total 

3,995 

3,415 

2,857 

2,496 

2,108 

Coldw r ell Banker Real Estate Group 

1,244 

1,152 

949 

826 

704 

Corporate and Other 

176 

489 

424 

359 

196 

Inter-group transactions 

(616) 

(487) 

(446) 

(350) 

(338) 

Total 

$48,440 

$44,281 

$40,715 

$38,828 

$35,883 


Income before income taxes, equity in net income 


of unconsolidated c ompanies and minority interest 


Sears Merchandise Group 

Merchandising 

Credit 

International 

$ 807 

463 

132 

$ 885 

502 

98 

$ 738 

582 

94 

$1,196 

483 

16 

$1,182 

285 

(27) 

Sears Merchandise Group total 

1,402 

1,485 

1,414 

1,695 

1,440 

Allstate Insurance Group 

Property-liability insurance 

702 

441 

261 

363 

373 

Life-health insurance 

14 

177 

164 

124 

96 

Non-insurance 

(i) 

3 

(1) 

1 

6 

Allstate Insurance Group total 

715 

621 

424 

488 

475 

Dean Witter Financial Services Group 

Securities related 

148 

154 

(3) 

(94) 

138 

Consumer banking 

(115) 

(212) 

21 

24 

52 

Dean Witter Financial Services Group) total 

33 

(58) 

18 

(70) 

190 

Coldwell Banker Real Estate Group 

132 

151 

130 

121 

76 

Corporate and Other 

(352) 

(374) 

(332) 

(332) 

(289) 

Total 

$ 1 ,930 

$ 1,825 

$ 1,654 

$ l ,902 

$ 1.892 


























































millions 


Net income 

1987 

1986 

1985 

1984 

1983 

Sears Merchandise Group 






Merchandising 

$ 488 

$ 458 

S 447 

$ 656 

$ 654 

Credit 

263 

253 

294 

243 

144 

International 

36 

25 

25 

6 

07) 

Sears Merchandise Group total 

787 

736 

766 

905 

781 

Allstate Insurance Group 






Property-liability insurance 

928 

631 

490 

505 

469 

Life-health insurance 

35 

117 

114 

155 

83 

Non-insurance 

— 

2 

1 

1 

3 

Allstate Insurance Group total 

963 

750 

605 

661 

555 

Dean Witter Financial Services Group 






Securities-related 

76 

80 

— 

(45) 

69 

Consumer banking 

(75) 

(117) 

13 

12 

31 

Dean Witter Financial Services Group total 

1 

(37) 

13 

(33) 

100 

Coldwell Banker Real Estate Group 

93 

94 

86 

76 

48 

Corporate and Other 

(195) 

092) 

067) 

054) 

(142) 

Total 

$1,649 

SI,351 

$1,303 

$1,455 

$1,342 


Assets 


Sears Merchandise Group 

Merchandising 

Credit 

International 

$ 8,272 
13,291 
2,257 

$ 8,233 
12,070 
2,068 

$ 8,240 
11,887 
1,917 

$ 8,332 
11,825 
1,881 

$ 6,771 
10,312 
2,064 

Sears Merchandise Group total 

23,820 

22,371 

22,044 

22,038 

19,147 

Allstate Insurance Group 

Property-liability insurance 

17,217 

15,442 

13,372 

11,913 

11,140 

Life-health insurance 

7,211 

4,834 

3,520 

2,591 

2,154 

Non-insurance 

69 

66 

53 

49 

61 

Allstate Insurance Group total 

24,497 

20,342 

16,945 

14,553 

13,355 

Dean Witter Financial Services Group 
Securities-related 

13,952 

12,600 

18,720 

12,760 

7,282 

Consumer banking 

10,622 

8,639 

7,253 

6,408 

5,155 

Dean Witter Financial Services Group total 

24,574 

21,239 

25,973 

19,168 

12,437 

Coldwell Banker Real Estate Group 

1,852 

2,124 

1,451 

1,236 

1,045 

Corporate and Other 

1,907 

2,300 

1,981 

1,627 

1,552 

Inter-group eliminations and reclassifications 

(1,659) 

(2,381) 

(1,977) 

(1,549) 

(1,360) 

Total 

$74,991 

$65,995 

$66,417 

$57,073 

$46,176 






























Sears, Roebuck and Co. 

Consolidated Statements of Income 

millions, except per common share data 


Year Ended December 31 


1987 

1986 

1985 

Revenues 

$48,439.6 

$44,281.5 

$40,715-3 

Expenses 

Costs and expenses 

44,309.8 

40,247.0 

36,844.5 

Interest 

2,715.7 

2,650.1 

2,626.9 

Total expenses 

47,025.5 

42,897.1 

39,471.4 

Operating income 

1,414.1 

1,384.4 

440.6 

1,243.9 

Realized capital gains and other 

516.4 

410.0 

Income before income* taxes, equitv in net income of 

unconsolidated companies and minority interest 

Income taxes (note 4) 

1,930.5 

1,825.0 

1,653.9 

Current operations 

455.2 

460.0 

323.5 

Fresh start and deferred tax benefits 

Equity in net income of unconsolidated companies and 

(194.9) 



minority interest 

(20.8) 

(13.7) 

(27.1) 


Net income 

Net income per common share, after allowing for dividends 
on preferred shares (note 9) 

Average common shares outstanding _ 

See accompanying notes and the summarized Group financial statements. 


Analysis of Consolidated Operations 

The consolidated statements of income present the op¬ 
erating results of all the businesses of Sears, Roebuck and 
Co. The relative contributions to the consolidated results can 
be seen in the summary of business group and segment finan¬ 
cial data on pages 32 and 33- Further analysis is enhanced 
by referring to the four business groups’ financial results and 
discussions on pages 46, 51, 56, and 61. The following dis 
cussion focuses on the effect of those business group results 
on the consolidated operating results. 

Consolidated revenues for 1987 increased $4.2 billion 
or 9.4 percent, compared with an increase in 1986 of $3-6 
billion or 8.8 percent. Each of the business groups posted 
record revenues in 1987. The largest revenue producer was 
Sears Merchandise Group at $28.1 billion or 58 percent of 
1987 total revenues. Merchandise Group revenues increased 
by slightly over $1 billion in 1987, compared with a $522.0 
million increase in 1986. Due to revenue growth of $2.9 bil¬ 
lion in 1987, Allstate Insurance Group revenues increased to 
$15 6 billion, or 32 percent of consolidated revenues. In 
1986, Allstate revenues increased $2 3 billion to a total of 
$12.6 billion, or 29 percent of consolidated revenues. 

Dean Witter Financial Services Group and Coldw r ell 
Banker Real Estate Group 1987 revenues increased 17.0 and 
8.0 percent, respectively. In 1986, increases of 19.6 and 213 
percent were reported for Dean Witter and Coldwell Banker, 
respectively. 


$ 1,649.4 $ 1,351.3 $ 1,303-3 

$4.35 $3.62 $3.53 

377.9 368.8 362.9 


Operating income 

(millions) 



Operating income for 1987 increased $29.7 million to a 
total of over $1.4 billion. Operating income for the Merchan¬ 
dise Group remained steady at $1.3 billion in 1987 and 
1986. The property-liability insurance operations of Allstate 
contributed to the consolidated increase due to their com¬ 
bined underwriting ratio improving 1.4 percentage points to 
104.6, and a $118.3 million increase in net investment in¬ 
come. Life-health insurance operations had an adverse im¬ 
pact due to an operating loss of $19 7 million in 1987 com¬ 
pared with operating income of $153 7 million in 1986, due 
primarily to unfavorable results of the group health opera¬ 
tions wiiich w^ere typical in the industry. An operating loss 
of $61.9 million at Dean Witter in 1987 represented an im¬ 
provement from the operating loss of $81.1 million in 1986, 
with the losses caused primarily by Discover Gird Services. 
Coldw r ell Banker incurred an operating loss of $59.6 million 
in 1987 compared with an operating loss of $18.8 million in 
1986, with the losses primarily related to operating proper 
ties and residential mortgage operations. 

































Operating income increased $140.5 million in 1986 over 

1985. The Merchandise Group and Allstate’s property-liabili 
ty insurance operations had increases in 1986 operating in¬ 
come, which were offset by losses due to the national intro- 

4 

duction of the Discover Card. As a result of implementing 
new pension accounting rules in 1986, pension expense of 
$81.0 million w*as recorded, compared with pension ex¬ 
pense that w'ould have been recorded under the previous 
accounting rules of $315.8 million. 

Interest expense increased $65.6 million in 1987 from 

1986, compared with an increase of $23-2 million in 1986 
from 1985. The increase in 1987 w 7 as primarily due to the 
higher average level of funds needed by Dean Witter to fi¬ 
nance the increase in Discover Card receivables from $1.3 
billion at Dec. 31, 1986 to $3 7 billion at Dec. 3T 1987. The 
primary cause for the 1986 increase in interest expense was 
higher average levels of securities sold under agreements to 
repurchase at Dean Witter, w r here similar increases occurred 
in related interest revenues as a result of higher average lev¬ 
els of securities purchased under agreements to resell. Inter¬ 
est expense at the Merchandise Group decreased in 1987 
and 1986 due to reductions in average borrowings and low¬ 
er effective interest rates in both years. 

A summary 7 of borrowings (excluding securities sold un¬ 
der agreements to repurchase) and interest rates follows: 


$ billions 

1987 

1986 

1985 

Average variable rate debt 

$ 7.4 

6.7 

6.5 

Average rate 

6.9% 

7.1 

8.3 

Variable rate debt at Dec. 31 

$ 8.9 

6.1 

5.8 

Average rate 

7.7% 

8.6 

9.3 

Average fixed rate debt 

$ 7.8 

8.2 

7.9 

Average rate 

11.8% 

11.7 

11.5 

Fixed rate debt at Dec. 31 

$ 7.7 

8.3 

8.1 

Average rate 

11.3% 

11.6 

11.5 


Realized capital gains and other income increased $75.8 
and $30.6 million in 1987 and 1986, respectively. The largest 
increases in 1987 related to Allstate’s gains on the sale of 
securities resulting from favorable market conditions earlier 
in the year and Dean Witter’s gains on the sale of savings 
branches. Partially offsetting these increases w 7 ere greater loss¬ 
es on early extinguishment of debt and the absence of a 
gain on sale of customer receivables in 1987. All the busi¬ 
ness groups contributed to the 1986 increase, partially offset 
by a closedown of Sears World Trade, Inc. domestic opera¬ 
tions. 


A summary 7 of realized capital 
type follows: 



.ins and other income 



millions 

1987 

1986 

1985 

Sale of securities 

1290.2 

$172.5 

$119.6 

Sale of property 

236.1 

209.2 

222.2 

Sale of savings branches 

94.9 

22.9 

— 

Sale of customer receivables 

— 

81.5 

70.0 

Early extinguishment of debt 

(60.3) 

(4.9) 

2.4 

Closedown of Sears World Trade, Inc. 

— 

(35.5) 

— 

Equity in joint ventures 

(45.4) 

(18.4) 

(10 2) 

Other gains and losses, net 

.9 

133 

6.0 

Total 

1516.4 

$440.6 

$410.0 


Income taxes from current operations w r ere 23-6 per¬ 
cent of pre-tax earnings in 1987, compared with 25.2 and 
19.6 percent in the two prior years. After consideration of 
“fresh stan” and deferred tax benefits related to the Tax Re¬ 
form Act of 1986, income taxes w r ere 13 5 percent of pre-tax 
earnings in 1987. The “fresh start” adjustment, w 7 hich relates 
to the initial discounting of loss reserves, resulted in a 
$150.5 million benefit to Allstate. The Merchandise Group 
had a $44.4 million benefit, which represents the excess of 
taxes provided in prior years over the taxes paid as a result 
of the elimination of the installment sales method for tax 
purposes. In 1988, the company will have an estimated $125 
million benefit related to the installment sales method rever¬ 
sal, and an estimated $55 million “fresh start’ benefit. In 
1986, loss of the investment tax credit was the primary 7 cause 
of the rate increase. 


Net income 

(millions ) 


87 


Dividends 



Retained for growth 

$ 893.4 $1,649.4 


86 


85 


648.3 


703 0 


6390 


664.3 


1.303-3 


Net income in 1987 reflects a 22.1 percent increase over 
1986. Allstate and Merchandise Group income increased 
28.3 and 7.0 percent, respectively. Dean Witter income im¬ 
proved to $1.2 million from a 1986 loss of $37.0 million. 
Coldwell Banker income in 1987 w*as less than one percent 
below that of 1986. 

In 1986, total net income increased 3.7 percent over 
1985. Allstate and Coldw r ell Banker posted 1986 income in 
creases of 24.1 and 8.9 percent, respectively, w 7 hich w 7 ere par¬ 
tially offset by a 3 9 percent decrease in the Merchandise 
Group and a $50.1 million decrease in Dean Witter results. 




















Analysis of Consolidated Operations continued 


Reported earnings have been impacted by inflation; how¬ 
ever there is no simple way of separating those effects. Com¬ 
petitive conditions permitting, the company modifies the 
prices charged for its goods and services in order to recog¬ 
nize cost changes as incurred or as anticipated. By also at¬ 
tempting to control costs and efficiently utilize resources, the 
company has strived to minimize the effects of inflation on 
its operations. 

Recently issued accounting standards 

The Financial Accounting Standards Board has issued 
two statements of financial accounting standards (SFAS) that 
have not yet been adopted by the company which could 
significantly affect future results of operations and financial 
condition. 

SFAS No. 96 was issued in December 1987 and estab¬ 
lishes new standards of accounting for income taxes. The 
rules must be adopted by 1989, either by restatement of pri¬ 
or year financial statements or by cumulative adjustment as 
of the beginning of the year of adoption. The timing and 
method of adoption have not yet been determined by the 
company. 

The new accounting for income taxes requires an asset 
and liability approach. The calculation of deferred income 
taxes measures the tax effects of events that are recognized 
differently for financial reporting versus tax purposes using 
presently enacted tax laws and rates. 


The impact of adopting SFAS No. 96 will be to increase 
shareholders 1 equity to reflect the reduction in deferred taxes 
due to the lower tax rates included in the Tax Reform Act of 
1986, either by inclusion in income in the year of adoption 
or by restatement of prior years. The impact on future earn¬ 
ings will depend upon future changes in tax laws and rates. 

SFAS No. 97 was issued in December 1987 and estab¬ 
lishes new standards of accounting for certain contracts is¬ 
sued by insurance companies. The rules must be adopted by 
1989, but the timing of adoption has not been determined 
by the company. When they are adopted, it is likely that 
prior year financial statements will be restated to present all 
years on a comparable basis. 

Many facets of accounting for interest-sensitive life insur 
ance and annuity policies will be revised, but the net effect 
on income will be insignificant. The principal impact will be 
a reduction in amounts reported as premium revenue and a 
similar reduction in charges for policyholder benefits in the 
statement of income. 

Realized capital gains and losses from sales of .Allstate's 
investments will be reported in the statement of income as a 
component of revenues. This provision replaces the current 
treatment of reporting these amounts below r operating in¬ 
come. 











Sears, Roebuck and Co. 

Consolidated Statements of Financial Position 



millions 


December 31 


1987 

1986 

Assets 

Investments 

Bonds and redeemable preferred stocks, at amortized cost 
(market $14,284.8 and $12,257.4) 

Mongage loans 

Common and preferred stocks, at market (cost $2,431.0 and $1,954.4) 

Real estate 

$14,204.1 

6,355.4 

2,639.6 

1,921.2 

$11,377.0 

6,6559 

2,458.0 

1,692.5 

Total investments 

25,120.3 

22,183.4 

Receivables 

Retail customers 

Discover Card 

Brokerage clients 

Insurance premium installments 

Consumer finance notes 

Other 

14,035.6 

3,705.9 

3,570.6 

1.521.5 

1.517.5 
1,675.3 

12,408.4 

1,271.9 

3,275.6 

1,301.1 

1,246.0 

1,913-9 

Total receivables 

26,026.4 

21,416.9 

Securities purchased under agreements to resell 

Property and equipment, net 

Merchandise inventories 

Cash and invested cash (note 5) 

Trading account securities, at market value 

Other assets 

6,400.0 

4,790.4 

4,115.3 

2,804.7 

2.513.1 

3.221.1 

5,228.7 

4,593-0 

4,0130 

2,984.4 

2,565.0 

3,010.2 

Total assets 

74,991.3 

65,994.6 

Liabilities 

Insurance reserves 

Long-term debt (note 6) 

Deposits and advances 

Short-term borrowings (note 5) 

Securities sold under agreements to repurchase 

Accounts payable and other liabilities 

Unearned revenues 

Payable to brokerage clients 

Deferred income taxes (note 4) 

Securities sold but not yet purchased, at market value 

13,073.0 

9.561.7 

7.178.1 
7,055.0 

6.817.2 

6.474.7 

4.789.9 

3.120.9 
1,801.0 

1.532.2 

9.952.1 
10,066.7 

6.623.2 
4,306.0 

5.887.9 
5,925.4 

4.412.9 

2.845.3 

2.451.3 
477.2 

Total liabilities 

61,403.7 

52,948.0 

Commitments and contingent liabilities (notes 3, 7, 8, 9) 

Shareholders’ equity (note 9) 

Preferred shares ($1 par value, 2.5 shares outstanding in 1986) 

Common shares ($.75 par value, 378.6 and 376.6 shares outstanding) 

Capital in excess of par value 

Retained income 

Treasury stock (at cost) 

Unrealized net capital gains on marketable equity securities 

Cumulative translation adjustments 

287.2 

2,040.5 

11,254.9 

(79.2) 
139.4 

(55.2) 

250.0 

286.1 

1,982.6 

10,367.6 

(89.0) 

364.1 

(114.8) 


$13,587.6 $13,046.6 


Total shareholders’ equity __ 

See accompanying notes and the summarized Group financial statements. 






















Sears, Roebuck and Co. 







Consolidated Statements of Shareholders’ Equity 









Year Ended December 31 


1987 

1986 

1985 

1987 

1986 

1985 


$ millions 



shares in thousands 


Preferred shares—$ 1 .(X) par value, 50 







million shares authorized; 2.5 mil¬ 
lion shares issued in 1984 and re¬ 
deemed in 1987 (note 9) 







Balance, end of year 

$ — 

$ 250.0 

$ 250.0 

- 1 

2,500.0 

2,500.0 

Common shares—$.75 par value, 500 







million shares authorized; issued as 
follows: 







Balance, beginning of year 

$ 286.1 

$ 277.4 

$ 276. 1 

381,452.3 

369,894.6 

368,115.3 

Issued during year 

Stock options exercised and other 

— 

7.5 


— 

10,000.0 


changes 

1.1 

1.2 

1.3 

1,487.7 

1,557.7 

1,779.3 

Balance, end of year 

287.2 

286.1 

277.4 

382,940.0 

381,452.3 

369,894.6 

Capital in excess of par value 

Balance, beginning of year 

1,982.6 

1,489.7 

1,430.9 




Issued during year 

Stock options exercised and other 

— 

420.3 

— 




changes 

57.9 

72.6 

58.8 




Balance, end of year 

d 

2,040.5 

1,982.6 

1,489.7 




Retained income 

Balance, beginning of year 

10,367.6 

9,681.4 

9,038.6 




Net income 

1,649.4 

1,351.3 

1,303.3 




Preferred share dividends 

Common share dividends ($2.00, $1.76 

(6.1) 

(16.8) 

(21.5) 




and $1.76 per share) 

(756.0) 

(648.3) 

(639.0) 




Balance, end of year 

11,254.9 

10,367.6 

9,681.4 




Treasury stock (at cost) 

Balance, beginning of year 

Reissued under dividend reinvestment 

(89.0) 

(106.2) 

(119.3) 

(4,853.5) 

(5,790.8) 

(6,505.7) 

plan and other 

9.8 

17.2 

13-1 

531.2 

937.3 

714.9 

Balance, end of year 

(79.2) 

(89 0) 

(106.2) 

(4,322.3) 

(4,853-5) 

(5,790.8) 

Unrealized net capital gains on mar¬ 
ketable equity securities 

Balance, beginning of year 

364.1 

336.1 

152.3 




Net increase (decrease) 

(224.7) 

28.0 

1838 




Balance, end of year 

s 

139.4 

364.1 

336.1 




Cumulative translation adjustments 

Balance, beginning of year 

Net decrease (increase) in unrealized 

(114.8) 

034.8) 

(117.7) 




losses 

59.6 

20.0 

(17.1) 




Balance, end of year 

4 

(55.2) 

(114.8) 

034 8) 




Total common shareholders’ equity 







and shares outstanding 

$13,587.6 

$12,796.6 

$11,543 6 

378,617.7 

376,598.8 

364,103 8 

Total shareholders’ equity 

$13,587.6 

$13,046.6 

$11,7936 




See accompanying notes and the summarized Group financial statements. 
























































Consolidated Statements of Changes in Financial Position 


sources (uses) in millions Year Ended December 31 



1987 

1986 

1985 

Cash provided by operations and retained in the business 




Net income 

$ 1,649.4 

I 1,351.3 

$ 1,303.3 

Increase in insurance reserves 

3,124.7 

1,902.7 

1,153.2 

Depreciation 

559.5 

518.4 

444.8 

Increase in unearned revenues 

376.2 

8530 

428.4 

Deferred income taxes 

(576.0) 

103-1 

80.4 

Amortization of debt discount and other non-cash items 

116.9 

115.2 

70.3 

Cash provided by operations before changes in 




operating assets and liabilities 

5,250.7 

4,843.7 

3,480.4 

Increase in accounts payable and other liabilities 

790.0 

5511 

1,690.1 

Decrease (increase) in premium installment and other receivables 

18.2 

(831.6) 

(317.1) 

Increase in other assets 

(172.1) 

(376.4) 

(512.7) 

Decrease (increase) in merchandise inventories 

(86.8) 

94.5 

371.7 

Cash provided by operations 

5,800.0 

4,281.3 

4,712.4 

Dividends paid to shareholders, net of reinvested amounts 

(717.3) 

(637.0) 

(636.1) 

Cash provided by operations and retained in the business 

5,082.7 

3,644.3 

4,076.3 

Investments in operations 




Net investment additions 

(3,593.7) 

(2,268.4) 

(1,238.9) 

Increase in Discover Card receivables 

(2,434.0) 

(1,251.5) 

(20.4) 

Net additions to property' and equipment 

(701.5) 

(538.8) 

(624.4) 

Increase in retail customer and brokerage receivables, 




before sales of accounts 

(473.1) 

(37.7) 

(2,073.4) 

Change in net trading account securities 

1,106.9 

422.8 

(2,656.1) 

Net (additions) reductions to mongage loans and consumer finance notes 

29.0 

(745.2) 

(695.2) 

Cash used by investments in operations 

(6,066.4) 

(4,418.8) 

(7,308.4) 

Financing and deposit-taking transactions 




Net increase in shon-term borrowings 

2,740.8 

317.2 

623.1 

Proceeds from long-term debt 

718.0 

561.6 

466.6 

Repayment of long-term debt 

(1,345.5) 

(494.1) 

(588.2) 

Increase (decrease) in retail customer receivable balances sold 

(1,415.8) 

(114.2) 

1,066.9 

Increase in deposits and advances 

555.0 

1,344.4 

251.4 

Change in net agreements to resell or repurchase 

(242.1) 

(708.4) 

1,9558 

Redemption of preferred shares 

(250.0) 


— 

Common shares issued for employee stock plans 

43.6 

67.4 

48.7 

Common shares issued 

— 

427.8 

— 

Cash provided by financing and deposit-taking transactions 

804.0 

1,401.7 

3,824.3 

Increase (decrease) in cash and invested cash 

$ (179.7) 

$ 627.2 

$ 592.2 


See accompanying notes and the summarized Group financial statements. 


















Sears, Roebuck and Co. 

Analysis of Consolidated Financial Condition 


The statements of changes in financial position present 
the company’s cash flows. The company first focuses on 
funds provided from operations, including the changes in 
short-term assets and liabilities which are necessary to run 
the day-to-day operations. From the cash generated by these 
operations, dividends are paid to the shareholders. The com¬ 
pany then focuses on the cash available to invest in longer 
term assets and interest-bearing assets, as management has 
more strategic control over these items. Financing is provid¬ 
ed by deposit-taking activities, repurchase agreements, 
borrowings and equity issues. 

Cash provided by operations 

( millions) 



The company’s principal source of cash is generated by 
its operations. Cash provided by operations before dividend 
payments totaled $5 8 billion in 1987, compared with $4.3 
and $4.7 billion in 1986 and 1985, respectively. This cash is 
principally related to net income and expenses which are 
recognized in the statement of operations, but which are not 
paid out in cash. Cash provided by operations increased in 
1987 primarily due to increased insurance reserves and a de¬ 
crease in premium installment and orher receivables, partial¬ 
ly offset by a decrease in deferred income taxes. 

A significant source of funds in prior years w r as deferred 
taxes related to the installment method of reporting credit 
sales for tax purposes. The Tax Reform Act of 1986 eliminat¬ 
ed the installment sales method effective in 1987, and the 
related deferred taxes at Dec. 31, 1986 are being paid in 
1987 through 1990. Also due to the Tax Reform Act, cash 
flow's will be negatively impacted on an ongoing basis by 
loss reserve discounting and revenue offset related to un¬ 
earned premiums. 

In 1987, dividends per share w r ere $2.00 on an annual 
basis. In 1986 and 1985, common share dividends w'ere 
$1.76 per share on an annual basis. 

The most significant investments in operations in 1987 
w r ere the growth in insurance investments and Discover 
Card receivables. Insurance investment additions are made 
possible by the cash flow generated from the receipt of pre¬ 
miums before the payment of claims and policy' benefits. 

The growih of Discover Card receivables is financed primari¬ 
ly by deposit products and borrowings. Cash flow's due to 
net trading account securities (securities ow r ned less securi¬ 
ties sold but not yet purchased) are related to the company’s 
net position in agreements to resell or repurchase. In 1987, 
net trading account securities provided funds and net agree¬ 
ments to resell or repurchase used funds. 

The company remains committed to maintaining a 
stable and cost-effective capital structure. Over the past sever¬ 
al years, the company has sought to diversify its funding 
sources by cultivating a presence in the major capital mar 


kets around the world through the issuance of fixed rate 
debt, common shares, and the establishment of revolving 
credit lines and a note issuance facility. By diversifying both 
the type and geographic source of financing, the company 
has avoided placing disproportionate reliance on any single 
source of capital and has enhanced access to multiple 
sources of low' cost funds at all times. 

In 1987, the $718 million of proceeds from long term 
debt included the issuance of $250 million of three-year 
notes in the Eurodollar market and $296 million of Universal 
Medium-Term Notes. The $1.3 billion repayment of long¬ 
term debt included the redemption of $650 million of high 
coupon debt and the maturing of other debt. The company 
also redeemed $250 million of preferred shares. 

Management of the debt portfolio focuses on meeting 
financing requirements with a blend of fixed and variable 
rate funding to maintain an optimal debt mix in light of pro¬ 
jected asset growth and prevailing capital market conditions. 
The fixed rate to total debt ratio w'as 47 percent at Dec. 31, 
1987, compared with 58 percent at Dec. 31, 1986 and 1985. 
Sales of retail customer receivables, w'hich increased the 
fixed rate percentage in 1986 and 1985, w'ere not undertaken 
in 1987. The company has sought to maintain a fixed rate 
debt mix sufficient to partially insulate earnings per share 
against fluctuating short-term interest rates. A summary of 
fixed and variable rate debt is provided on page 35. 

Fixed/variable debt at year-end 
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47% fixed 


53% variable 

Through Sears Roebuck Acceptance Corp. (SRAC), a 
w'holly owrned consolidated finance subsidiary', the company 
issues commercial paper to obtain short-term variable rate 
debt on an ongoing basis and to cover peak working capital 
requirements. The average short-term borrowings outstand 
ing at SRAC during 1987 were $7.0 billion, compared with 
$6.4 billion during 1986. 

At Dec. 31, 1987, the company had $14.1 billion of un¬ 
used bank credit lines, a $3 0 billion revolving credit facility' 
until September 1992 through SRAC and a $500 million Re¬ 
volving Underwriting Facility' Agreement until May 1990 in 
conjunction with SRAC. 

In January of 1987, a second wholly owrned consolidat¬ 
ed finance subsidiary', Discover Credit Corp. (DCC), w r as 
formed to borrow money in domestic and foreign debt mar 
kets to primarily fund Discover Card receivables. Proceeds 
may also be lent to certain subsidiaries of Sears operating 
within the Dean Witter Group. DCC commenced selling com¬ 
mercial paper in November 1987 and as of Dec. 31, 1987 
had $279.9 million outstanding. 

Subsequent discussions (pages 49, 54, 59 and 63) fcxus 
on each of the business groups. 
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58% fixed 


42% variable 





















Notes to Consolidated Financial Statements 


Summary of significant accounting policies 


Basis of presentation 

The consolidated financial statements include the ac¬ 
counts of Sears, Roebuck and Co. and all significant domes¬ 
tic and international companies in which the company has 
more than a 50 percent equity ownership. 

Included as an integral pan of the consolidated financial 
statements are, on pages 32 and 33, the summary’ of busi¬ 
ness segment financial data and, beginning on page 46, sepa¬ 
rate summarized financial statements and notes for each of 
the company’s business groups as well as the significant ac¬ 
counting policies unique to each group. Although not a pan 
of the financial statements, also included with the consolidat¬ 
ed statements and the summarized group statements are 
unaudited analyses of results and financial condition and a 

4 

ten-year summary of consolidated financial data. 

Certain reclassifications have been made in the 1986 
and 1985 financial statements to conform to current account¬ 
ing classifications. 

Basis for assignment of debt 

Debt and the related interest expense have been as¬ 
signed to the business groups as incurred by those groups. 
Corporate debt is legally the responsibility of Sears, Roebuck 
and Co., Sears Roebuck Acceptance Corp. (SRAC) or Sears 
Overseas Finance N.V. A portion of the pooled Corporate 
debt is allocated to Sears Merchandise Group, principally to 
finance domestic customer receivables, and to Dean Witter 
Financial Services Group to finance a portion of Discover 
Card receivables. The remaining portion of Corporate debt 
has generally not been allocated to the business groups but 
has been combined with internally generated funds for Cor¬ 
porate operations and investments. The average cost of the 
pooled Corporate debt w r as 9.6, 9 8 and 10.2 percent in 
1987, 1986 and 1985, respectively. 

Property and depreciation 

Depreciation is provided principally by the straight-line 
method. 

Goodwill 

Other assets included goodwill of $434.0 and $392.5 
million at Dec. 31, 1987 and 1986, respectively. Goodwill 
represents the excess of purchase price over fair value of the 
net assets of businesses acquired and is amortized on a 
straight line basis over 40 years. 


Income taxes 

The results of operations of the business groups, except 
life insurance and foreign operations, are included in the con¬ 
solidated federal income tax return of Sears, Roebuck and 
Co. Tax liabilities and benefits are allocated as generated by 
the respective business groups, whether or not such benefits 
would be currently available on a separate return basis. U.S. 
income and foreign withholding taxes are not provided on 
unremitted earnings of international affiliates w'hich the com 
pany considers to be permanent investments. The cumula¬ 
tive amount of unremitted income totaled $348.8 million at 
Dec. 31, 1987. 


1. Supplementary income statement information 


millions 

Year Ended December 31 


1987 

1986 

1985 

Advertising costs (excluding catalog) 

*1.165.1 

$1,129.8 

19753 

Maintenance and repairs 

294.8 

277.0 

275.4 

Taxes, other than payroll and income 




Property 

190.0 

186.7 

186.2 

Premium 

264.7 

2359 

1958 

Other 

160.3 

144.2 

124.9 

Provision for uncollectible accounts 

5435 

406.4 

248.9 

Realized foreign currency' exchange losses, 




net of profit sharing and income taxes 

(9.1) 

(2.0) 

(117) 

Interest capitalized 

39.4 

30.4 

27.8 


2. Corporate 

Corporate operations include revenues and expenses 
wffiich are of an overall holding company nature, including 
that portion of administrative costs and interest w’hich is not 
allocated to the company’s business groups. The Corporate 
statements of income consisted of: 


millions Year Ended December 31 



1987 

1986 

1985 

Revenues 

Interest expense 

Operating expenses 

$ 176.2 
279 1 
1310 

$ 1798 

294.9 

146.6 

$ 187.5 
305.4 
188.1 

Operating loss 

Other loss 

Income tax benefit 

(2339) 

(106.9) 

1459 

(261.7) 

(34.2) 

1438 

(306.0) 

(8.6) 

158.7 

Net Corporate expense 

Sears World Trade, Inc. loss 

(194.9) 

(152.1) 

(39.8) 

(155.9) 

(10.5) 

Corporate and other 

Equity in net income of business groups 

(194 9) 
1,844.3 

(191.9) 

1,5432 

(166.4) 
1,469.7 

Consolidated net income 

*1,649 4 

$1,351.3 

$1,303.3 





















Notes to Consolidated Financial Statements continued 


3. Benefit plans 

Expenses for retirement and savings-related benefit 
plans were as follows: 


millions Year Ended December 31 



1987 

1986 

1985 

Pension plans 

Savings and Profit Sharing Fund of Sears 

$123 2 

$ 81.0 

$3190 

Employees: 




Defined Contribution 

100.2 

93.7 

953 

Employee Stock Ownership Feature 


27.7 

26.3 

Retiree insurance benefits 

134.7 

123.6 

933 

Other plans 

17.1 

29.8 

23.2 

Total 

$3752 

$355.8 

$557.1 


Pension plans 

Substantially all domestic full time and certain part-time 
employees are eligible to participate in noncontributory de¬ 
fined benefit plans after meeting age and sendee require¬ 
ments. Substantially all Canadian employees are eligible to 
participate in contributory’ defined benefit plans. Pension 
benefits are based on length of sendee, either average 
annual compensation or final average annual compensation 
and, in certain plans, Social Security or other benefits. Fund¬ 
ing for the various plans of the company is determined us¬ 
ing various actuarial cost methods, and amounted to $234.0, 
$220.4 and $281.3 million for 1987, 1986 and 1985, respec 
tively. 

Effective Jan. 1, 1986, the company implemented the pro¬ 
visions of Statement of Financial Accounting Standards No. 

87, "Employers’ Accounting for Pensions," which included 
modification of certain actuarial assumptions. Pension ex¬ 
pense of $81.0 million was recorded in 1986 compared with 
pension expense which would have been recorded under 
the previous accounting rules and actuarial assumptions of 
$315-8 million. 


Pension expense was comprised of the following: 


millions 

1987 

1986 

Benefits earned during the j>eriod 

$240.2 

$189.9 

Interest on projected benefit obligation 

344.3 

306.3 

Actual return on plan assets 

(199.1) 

(5236) 

Net amortization and deferral 

(262.2) 

108.4 

Pension expense 

$1232 

$ 81.0 


The weighted average discount rate and rate of increase 
in compensation levels used in determining the actuarial 
present value of the projected benefit obligations were 10.0 
and 6.0 percent, respectively, in 1987, and 9.0 and 6.0 
percent, respectively, in 1986. The expected long-term rate 
of return on plan assets used in determining net periodic 
pension cost was 9 0 |>ercent in both 1987 and 1986. 


Following is the plans’ funded status: 


1987 

1986 


Assets 

Accumu 

Assets 

Accumu 


exceed 

lated 

exceed 

lated 


accumu- 

benefits 

accumu- 

benefits 


lated 

exceed 

lated 

exceed 

millions 

benefits 

assets 

benefits 

assets 

Actuarial present value of benefit 





obligations: 

Vested benefit obligation 

$2,305 

$ 173 

$2,560 

$144 

Accumulated benefit 





obligation 

$2,582 

$ 195 

$2,881 

$ 164 

Projected benefit obligation 





(PRO) 

$3,336 

$ 251 

$3,652 

$214 

Plan assets at fair value, priman 





ly publicly traded stocks and 
bonds 

4,205 

143 

4,093 

117 

PBO less than (in excess of) 





plan assets 

869 

(108) 

441 

(97) 

Unrecognized net (gain) loss 

(27) 

15 

364 

15 

Unrecognized prior service cost 
Unrecognized transitional 

16 

3 



(asset) obligation 

Adjustment required to recog- 

(719) 

40 

(795) 

45 

nize minimum liability 

— 

(8) 


(9) 

Prepaid (accrued) pension cost 





in the balance sheet at Dec. 31 

$ 139 

$ (58) 

$ 10 

$ (46) 


Profit sharing plan 

Employees of most domestic companies, excluding pri¬ 
marily those of Dean Witter Financial Services Inc. and 
Coldwell, Banker & Company, are eligible to become mem¬ 
bers of The Savings and Profit Sharing Fund of Sears Em¬ 
ployees (Fund). The company contributes 6 percent of 
consolidated income, as defined, before federal income 
taxes and profit sharing contributions. The total contribution 
is allocated to the business groups and Corporate based on 
6 percent of the participating company’s respective operat 
ing results. 

Retiree insurance benefits 

Sears, Roebuck and Co. and its subsidiaries provide cer 
tain health care and life insurance benefits for retired em¬ 
ployees. Generally, regular full-time employees may become 
eligible for these benefits if they retire in accordance with 
the company’s established retirement policy’ and are continu¬ 
ously insured under the company's group plans or other 
approved plans for 10 or more years prior to retirement. 
Qualified pan-time regular employees are also eligible for 
life insurance benefits. The company has the right to 
modify or terminate these plans in the future. These bene¬ 
fits are funded by insurance contracts w r hose premiums are 
based on the benefits paid during the year. The company 
recognizes the costs of providing these benefits by 
expensing the insurance premiums. 

































4. Income taxes 


Income before income taxes, equity in net income of 
unconsolidated companies and minority interest follow: 


millions 

Year Ended December 31 


1987 

1986 

1985 

Domestic 

$1,760.5 

$1,700.6 

$1,529.5 

Foreign 

170.0 

124.4 

124.4 

Total 

$1,930.5 

$1,825.0 

$ 1,6539 


Federal, state and foreign income taxes follow: 


millions 

Year Ended December 31 


1987 

1986 

1985 

Provision 

Current 

Domestic 

Investment Lax credit 

Foreign 

$874.6 

1.7 

53-7 

$347.7 

(8) 

43-5 

$248.1 
(46.2) 
36.0 

Total current 

930.0 

390.4 

237.9 


Deferred 


Discount on loss reserves 

(249.0) 

— 

— 

Installment sales 

(195.8) 

(46.4) 

(104.7) 

Alternative minimum tax 

897 

— 

— 

Alternative minimum tax carrvforward 

4 

(89.7) 

— 

— 

Unearned premium reserve—revenue 




offset 

(80.2) 

— 

— 

Depreciation 

59.0 

899 

81.8 

Receivable reserves 

(47.5) 

(39.7) 

(10.4) 

Pension expense 

42.4 

89.3 

— 

Capitalized inventory costs 

(37.5) 

— 

— 

Deferred policy' acquisition costs 

31-7 

357 

29.9 

Deferred income on receivable sales 

31-4 

•3 

(23.8) 

Deterred costs 

(4.7) 

32.3 

65.9 

Other 

(24.6) 

(91.8) 

46.9 

Total deferred 

(474.8) 

69.6 

85.6 

Financial statement income tax provision— 




current operations 

455.2 

460.0 

323-5 

Fresh stan and deferred tax benefits 

(194.9) 

— 

— 

Financial statement income tax provision 

$260.3 

$460.0 

$323-5 

Classification 




Federal income tax 




Current 

$597.4 

$270.6 

$132.6 

Deferred 

(501 6) 

30.8 

739 

State income tax 




Current 

135.9 

76.3 

69.2 

Deferred 

(47.0) 

93 

(8.0) 

Foreign income tax 




Current 

537 

43.5 

36.1 

Deferred 

21.9 

29.5 

19.7 

Financial statement income tax provision 

$2603 

$460.0 

$323.5 


A reconciliation of the statutory federal income tax rate 
to the effective income tax rate is as follows: 


Year Ended December 31 



1987 

1986 

1985 

Statutory federal income tax rate 

40.0% 

46.0% 

46.0% 

State income taxes, net of federal income taxes 

2.7 

2.5 

2.0 

Tax exempt income 

(17.0) 

(18.6) 

(18.1) 

Dividends received exclusion 

(1.6) 

(2.0) 

(2.6) 

Investment tax credit 

— 

— 

(2.8) 

Capital gains deduction 

(2.7) 

(3-3) 

(3.6) 

Other 

2.2 

.6 

(13) 

Effective income tax rate—current operations 

23.6 

25.2 

19.6 

Fresh stan benefit 

(7.8) 

— 

— 

Deferred tax benefit 

(2.3) 

— 

— 

Effective income tax rate 

13.5% 

25.2% 

196% 


5. Short-term borrowings consisted of: 


millions December 31 



1987 

1986 

Commercial paper 

$4,422.7 

$1750.7 

Bank loans 

1,434.9 

1.4536 

Agreements with bank trust departments 

881.2 

7630 

Other loans (principally foreign) 

316.2 

3387 

Total short term borrowings 

$7,055.0 

$4,306.0 


At Dec. 31, 1987, the consolidated company had un¬ 
used lines of bank credit approximating $14.1 billion. The 
company also had revolving credit agreements through 
SRAC with groups of banks under which $3-5 billion of 
revolving credit was available. Domestic credit lines are re¬ 
newable annually at various dates and provide for loans of 
varying maturities at prevailing interest rates. The company 
maintains informal compensating balances or pays commit¬ 
ment fees in connection with certain lines of credit. There 
are no material restrictions on the use of funds constituting 
compensating balances. 

At Dec. 31, 1987, the revolving credit agreements sup¬ 
ported $3-5 billion of commercial paper that has been classi¬ 
fied as long-term debt. If needed, SRAC can refinance this 
debt on a long term basis using these agreements. SRAC in¬ 
tends to maintain more than $3 5 billion of commercial pa¬ 
per outstanding during 1988. 

The company has utilized interest rate swaps to effec¬ 
tively establish long term fixed interest rates on short term 
variable rate debt. The company had interest rate swap 
agreements effectively establishing fixed rates on $2.0 and 
$2.1 billion of debt at Dec. 31, 1987 and 1986, respectively, 
with a weighted average effective interest rate on all swap 
agreements outstanding during each respective year of 12.83 
and 12.68 percent. The average maturity of agreements in 
effect on Dec. 31, 1987 was approximately three y-ears. 




































Notes to Consolidated Financial Statements continued 


6. Long-term debt was as follows: 


millions 

December 31 

Issue 

1987 

1986 

Sears, Roebuck and Co. 



12/,% Note, due 1987 

$ 

$ 50.0 

10/,% Notes, due 1988 

200.0 

200.0 

14%% Notes, due 1989 

250.0 

250.0 

8 %% Eurobonds, due 1990 

250.0 

— 

6 y s % Yen Bonds, due 1991 

61.0 

56.2 

13%% Notes, due 1992 

2310 

2310 

6%% Sinking Fund Debentures, due 1993 

29.0 

319 

12% Notes, due 1994 

230.9 

230.9 

8%% Sinking Fund Debentures, due 1995 

55.5 

55.6 

Extendable Notes, 7%% to April 15, 1992. due 1999 

49.2 

200.0 

6% Debentures. $300 million face value, due 2000, 



effective rate 14.8% 

152.9 

148.8 

7% Debentures. $300 million face value, due 2001, 



effective rate 14.6% 

166.0 

163 1 

8% Sinking Fund Debentures, due 2006 

183.7 

1837 

7%% Sinking Fund Debentures, due 2007 

230.3 

230.3 

10%% Sinking Fund Debentures, due 2013, retired 



in 1987 


250.0 

1 1 7 / 8 % Sinking Fund Debentures, due 2014, retired 



in 1987 


300.0 

7.45% to 8.95% Medium Term Notes, due 1988 to 



1992 

296.0 

— 

Capitalized lease obligations 

81.5 

88.3 

Sears Roebuck Acceptance (.orp. 



Commercial paper backed by revolving credit 

3,500.0 

3,500.0 

7.02% Variable Interest Notes (6.33% at Dec. 31, 



1986), payable 13 months after demand 

317.0 

334.0 

7 7 / 8 % to 9%% .Allstate Financial Corporation Notes, 



due 1987 

— 

100.0 

Other notes 

101.5 

154.0 

Sears Overseas Finance N.V. (guaranteed by Sears, 



Roebuck and Co.) 



10%% Dutch Guilder Notes, due 1987 


46.0 

11%% Notes, due 1988 

125.0 

1250 

1374% Notes, due 1988, retired in 1987 


100.0 

11%% Notes, due 1989 

50.0 

50.0 

13/2% Notes, due 1990 

38.1 

38.1 

10%% Notes, due 1991 

150.0 

150.0 

11 %% Notes, due 1991 

150.0 

150.0 

5%% Swiss Franc Notes, due 1991 

101.9 

102.4 

Zero Coupon Notes. $400 million face value, due 



1992, effective rate 15 0% 

224.8 

195.5 

11%% Notes, due 1993 

150.0 

150.0 

7% Dual Currency' Notes, due 1993 

65.7 

63.8 

Zero Coupon Bonds, $400 million face value, due 



1994, effective rate 12.8% 

185.1 

164.0 

Zero Coupon Bonds, $500 million face value, due 



1998, effective rate 12.0% 

152.1 

135.8 

Homart Development Co. 



10% to 11%% Notes, due 1987 to 2002 

68.0 

68.4 

6%% to 14% Mongage notes, due 1991 to 2002 

4068 

445.7 

Notes payable to banks 

165 0 

195.4 

Sears Canada Inc. 



4%% to 11%% Debentures, due 1988 to 1997 

111.2 

32.5 

Notes, mongages, bonds and capitalized leases 

243 4 

339.3 

Sears Acceptance Co. Ltd. 



7%% to 17%% Secured Debentures, due 198” to 



2000 

432.8 

4259 

Other subsidiaries 



Notes payable, mongages and capitalized leases 

3563 

3311 

Total long term debt 

$9,561.7 

$ 10.066 7 


As of Dec. 31, 1987, long-term debt maturities for the 
next five years, excluding $302.0 million of notes payable 13 
months or more after demand which have no specified ma¬ 
turities and commercial paper classified as long term debt, 
were as follows: 


Year Ending December 31 

millions 

1988 

$646.3 

1989 

594.7 

1990 

622.2 

1991 

706 1 

1992 

766.1 


In 1987 and 1986, the company retired $650.0 and 
$97.2 million, respectively, of long-term debt before its sched 
uled maturity, resulting in after-tax losses of $31 6 and $2.4 
million. 

7. Leases 

The company leases certain stores, office facilities, com¬ 
puters and automotive equipment. 

Operating and capital lease obligations are based upon 
contractual minimum rates and, for certain stores, amounts 
in excess of these minimum rates are payable based upon 
specified percentages of sales. Certain leases include renewal 
or purchase options. Operating lease rentals w r ere $671.3, 
$611.3 and $528.6 million, including contingent rentals of 
$38.8, $39 3 and $32.3 million, for the years ended Dec. 31, 
1987, 1986 and 1985. 

Minimum fixed lease obligations, excluding taxes, insur¬ 
ance and other expenses payable directly by the company, 
for leases in effect as of Dec. 31, 1987 were: 


millions 

Capital 

leases 

Operating 

leases 

1988 

$ 391 

$ 439 4 

1989 

383 

367.6 

1990 

37.2 

290.1 

1991 

35.5 

204.4 

1992 

317 

1568 

After 1992 

456.7 

1,043-0 

Minimum payments 

638 5 

$2,501 3 

Executory costs (principally taxes) 

516 


Implicit interest 

357.0 


Present value of minimum lease payments, 
principally long term 

$229.9 



8. Pending legal proceedings 

Various legal actions and governmental proceedings are 
pending against Sears, Roebuck and Co. and its subsidiaries, 
many involving ordinary' routine litigation incidental to the 
businesses. Other matters contain allegations which are 
nonroutine and involve compensatory', punitive or antitrust 
treble damage claims in very’ large amounts, as well as other 
types of relief. The consequences of these matters are not 
presently determinable but, in the opinion of management, 
the ultimate liability' in excess of reserves currently recorded 
will not have a material effect on the shareholders' equity of 
the company. 































9. Shareholders’ equity 

Dividend payments are restricted as follows: 

Certain indentures relating to the long-term debt of 
Sears, Roebuck and Co., which represent the most restrictive 
contractual limitation on the payment of dividends, provide 
that the company cannot take specified actions, including 
the declaration of cash dividends, which would cause its con¬ 
solidated unencumbered assets, as defined, to fall below 150 
percent of its consolidated liabilities, as defined. At Dec. 31, 
1987, $1.1 billion in retained income could be paid in divi¬ 
dends to shareholders under the most restrictive indenture. 

The capital of certain foreign operations, .Allstate Life In¬ 
surance Company and Sears Savings Bank at Dec. 3T 1987 
included approximately $553 8 million which, if distributed, 
would be subject to income taxes. It is not contemplated 
that such amounts will be distributed in a manner which 
would create additional tax liabilities. 

The Illinois Insurance Holding Company Systems Act 
permits Allstate Insurance Company to pay, without regu 
latory approval, dividends to Sears, Roebuck and Co. 
during any 12 month period in an amount up to the greater 
of 10 percent of surplus (as regards policy-holders) or its net 
income (as defined) as of the preceding Dec. 31. Approxi¬ 
mately' $486.0 million of .Allstate’s retained income at Dec. 

4 

31, 1987 had no restriction relating to distribution during 
1988 w'hich would require prior approval. 

Dean Witter Reynolds Inc. is subject to the Securities 
and Exchange Commission's Uniform Net Capital Rule and 
the New York Stock Exchange's Growth and Business Capi¬ 
tal Rule. Under these rules the declaration of dividends is 
restricted. At Dec. 31, 1987, approximately $29.4 million of 
Dean Witter Group s retained income was available for the 
declaration of dividends to Sears, Roebuck and Co. 

.As of Dec. 3U 1987, subsidiary companies could remit 
to Sears, Roebuck and Co. in the form of dividends ap 
proximately $2.9 billion, after payment of all related taxes, 
without prior approval of regulatory bodies or violation of 
contractual restrictions. 

Preferred shares: On May 15, 1987 Sears, Roebuck and Co. 

* 

redeemed all 2.5 million of its outstanding Adjustable Rate 
Preferred Shares, Eirst Series, at a redemption price of $ 103 
per share. Dividends of $2.42 per preferred share were de 
dared during the year. 

Stock option plans: Options to purchase common stock of 
the company have been granted to employees under various 
plans at prices equal to the fair market value of the stock on 
the dates the options were granted. Certain options include 
stock appreciation rights (SARs) which, upon surrender of 
the option, permit the optionee to receive the excess of cur¬ 
rent market price over option price in cash. In addition, the 
company may pay to the optionee in connection with cer¬ 
tain options or SARs an amount generally equal to the maxi¬ 
mum statutory corporate federal income tax rate then in ef¬ 
fect (not to exceed 46 percent) times the difference between 
the market price and the option price. Options and SARs are 


generally exercisable in four equal, annual cumulative install¬ 
ments beginning one year after the date of grant, and gener 
ally expire in 10 or 12 years. 

Changes in stock options were as follows: 


thousands of shares 

Year Ended December 31 


1987 1986 

1985 

Beginning balance 

Granted 

Exercised 

Cancelled or expired 

8,640 8 9.6963 

4,612.3 (a) 8155 

(1.468.6)(b)( 1,559.3) 

(329.3)(c) (3117) 

10,157.6 

1,773.5 

(1784.5) 

(450.3) 

Ending balance 

11,455-2 (d) 8,640.8 

9.696 3 

Reserved for future grant at year-end 
Exercisable 

4,349.6 (e) 8.645.2 
5.545-9 3,016.7 

3,160.4 
5,844.7 


(a) Consists of 6.7 thousand shares granted under the 1978 Flan at prices 
ranging from 1-40.57 to $54.13, 142.3 thousand shares granted under 
the 1982 Plan at prices ranging from $40 57 to $57.88, and 4,463 3 thou 
sand shares granted under the 1986 Plan at a price of $34.75. 

(b) Consists of 461.4 thousand shares under the 1972 Plan at a price from 
$15 94 to $18 38. 341.9 thousand shares under the 1978 Plan at a price 
from $16.75 to $43 38, 569.3 thousand shares under the 1982 Plan at a 
price from $ 18.44 to $43 13, and 96.0 thousand SARs exercised under 
the 1982 Plan with an option price from $18.44 to $32.88. 

(c) The options that expired or were cancelled in 198 - * were previously 
granted at prices ranging from $15 94 to $51.25. 

(d) Consists of 1.177.4, 1,429.6, 4,384.9 and 4,463 3 thousand shares under 
the 1972, 1978, 1982 and 1986 Plans, respectively SARs were attached 
to 44.0, 543 6 and 334 8 thousand shares under the 1978, 1982 and 
1986 Plans, respectively. 

(e) Shares reserved for future grant totaled 2,268.4 thousand shares for the 
19 7 8 Plan. 544.5 thousand shares for the 1982 Plan and 1,5367 thou 
sand shares for the 1986 Plan 

The expiration dates of options outstanding at Dec. 31, 
1987 ranged from May 1, 1988 to Oct. 29, 1999. The weight¬ 
ed average purchase price per share was $18.18, $30.00, 
$38.15 and $34.75 for outstanding options under the 1972, 
1978, 1982 and 1986 Plans, respectively. On Dec. 31, 1987, 
there were approximately 8,705 optionees. 

10. Quarterly results (unaudited) 

millions, except per common share data 

Realized Net 

capital income 


Quarter 

Total 

revenues 

Operating 

income 

gains and 
other 

Net 

income 

per 

share 

1987 Fourth 

$14,048 4 

16289 

1 65 2 

1562 1 

$1.49 

Third 

12,1932 

351 3 

139.0 

4090 

1.08 

Second 

11,718 5 

369.4 

114.9 

390.4 

1.03 

First 

10,479 5 

64.5 

197.3 

287 9 

.75 

1986 Fourth 

112,969 7 

1668 7 

$205.1 

$5430 

$1.45 

Third 

11,171.3 

367 1 

65.4 

328.1 

88 

Second 

10,7502 

3292 

377 

284 9 

• If 

First 

9.390 3 

194 

132.4 

1953 

.52 

1985 Fourth 

$12,068.2 

$615.4 

$Kw a 

$552.3 

$1.50 

Third 

10,0433 

2294 

76.8 

262 2 

.71 

Second 

9.835.2 

301.7 

34.5 

265.5 

.72 

First 

8,768.6 

97.4 

1343 

2233 

60 


The fourth quarter pre tax UFO adjustment was a credit of $65.2 million in 
198" 7 and charges of $ 108.4 and $22.3 million in 1986 and 1985. respective 
ly. compared with charges of $“U 4. $57.3 and $357 million for the hrst 
nine months of the respective years 

















Sears Merchandise Group 
Statements of Income 


millions Year Ended December 31 



1987 

1986 

1985 

Revenues 




Merchandise sales and services 

$25,874.7 

$24,811.4 

$24,274.0 

Finance charge revenues 

2,210.8 

2,262.9 

2,278.3 

Total revenues 

28,085.5 

27,074.3 

26,5523 

Costs and expenses 




Cost of sales, buying and occupancy' 

17,450.0 

16,850.5 

16,478.6 

Selling and administrative 

8,339.6 

7,906.7 

7,742.9 

Interest 

946.1 

979.6 

1.0339 

Total costs and expenses 

26,735.7 

25,736.8 

25,255.4 

Operating income 

1,349.8 

1,337.5 

1,296.9 

Other income 

52.2 

148.0 

116.7 

Income before income taxes equity in net income of unconsolidated companies and minority interest 

1,402.0 

1.485.5 

1,413.6 

Income taxes: 




Current operations 

628.8 

735.3 

637.3 

Reduction in deferred income taxes 

(44.4) 

— 

— 


817.6 

750.2 

776.3 

Equity in net income of unci msolidated companies and minority interest 

(30.2) 

(14.2) 

(10.6) 

Group income 

$ 787.4 

1 736.0 

* 765.7 


See notes to Consolidated and Sears Merchandise Group summarized financial statements 


Analysis of Operations 

Revenues of Sears Merchandise Group for 1987 in 
creased $1,011.2 million or 3-7 percent over 1986. Domestic 
merchandising revenues improved 3-6 percent due primarily 
to stronger sales of housing-related merchandise and appar¬ 
el. Finance charge revenues from domestic credit operations 
were down 2.8 percent in 1987 as a result of low^er average 
receivables. International merchandising revenues benefitted 
from a 3-8 percent increase in Canadian revenues, w r hich 
translated to a 9.1 percent increase in U.S. dollars due to 
favorable Canadian conversion rates. In 1986, improved do¬ 
mestic and International merchandising revenues more than 
offset a decrease in domestic finance charge revenues to pro¬ 
duce a $522.0 million increase over 1985. 

Compared with the previous year, Merchandise Group 
income in 1987 increased 7.0 percent, or $51.4 million. Mer¬ 
chandising, Credit and International reported increases in in¬ 
come over 1986 of 6.6, 3-9 and 45 8 percent, respectively. 
Both Merchandising and Credit benefitted from a reduction 
in federal tax rates. Additionally, in Merchandising, a $159 5 
million decrease in the LIFO charge was partially offset by 
costs associated wfith organizational restructuring w’hich to¬ 
taled $111.4 million. In Credit, the combination of a reduc¬ 
tion in the provision for uncollectible accounts and de¬ 
creases in interest expense and federal income tax more 
than offset the impact of lower finance charge revenues and 
decreased gain on sale of accounts. International benefited 
from higher gross margins and increased capital gains from 
sales of properties. 


Group income for 1986 decreased $29.7 million or 3 9 
percent from 1985, primarily as a result of a decrease in Cred¬ 
it income w r hich more than offset an increase in net income 
of Merchandising. The benefits of reduced pension expense, 
increased other income and tight control of administrative 
expenses in Merchandising w r ere reduced by a higher LIFO 
charge and loss of the investment tax credit. In Credit, the 
1986 provision for uncollectible accounts was up significant¬ 
ly from 1985 due primarily to a sharp increase in personal 
bankruptcies. 


Merchandising operations in the United States accounted 
for 81.5 percent of Group revenues in 1987. 


$ millions 


1987 

1986 

1985 

Merchandise sales and services 

$22,89-1.1 

22,091.5 

21,549 7 

Cost of sales, buying and occupancy' 





expense 

$15,374.2 

0.918 1 

14,5335 

Ratio to sales 


67 2 % 

67.5 

67.4 

Selling and administrative expense 

$ 

6.725.8 

6,3353 

6,296.3 

Ratio to sales 


29.4% 

28.7 

29.2 

Operating income 

$ 

775.2 

820.6 

693.7 

Ratio to sales 


3.4% 

3.7 

32 

Merchandising income 

$ 

488.0 

-457.9 

446.8 

Ratio to sales 


2.1% 

2 1 

2.1 

Net sales per square foot (dollars) 

$ 

353 

342 

335 

Merchandise inventories—UFO basis 

$ 

3.524.6 

3.481 1 

3.589.5 

Merchandise inventories—FIFO basis 

$ 

4,141.6 

4.092.0 

4,034.6 

Merchandise on order at Dec. 31 

$ 

3,6338 

3,606.6 

3,594.6 



























Merchandising sales and services increased 1802.6 mil¬ 
lion or 3-6 percent in 1987 following an increase of 2.5 per¬ 
cent in 1986. An analysis of net sales by category follows: 



1987 

1986 

1985 

Retail merchandise 

72.3% 

71.7% 

71.8% 

Catalog merchandise 

15.5 

168 

17.2 

Service 

10.0 

9.2 

8.7 

Industrial 

2.2 

2.3 

2.3 

Total net sales 

100% 

100% 

100% 


1987 Merchandising sales and services 


Catalog 

merchandise 


Industrial 


Service 



Retail 

merchandise 


The ratio of cost of sales, buying and occupancy ex¬ 
pense to sales decreased 0.3 percent in 1987 following an 
increase of 0.1 percent in 1986. A LIFO charge of $6.2 mil 
lion in 1987 compared with a charge of $165 7 million in 
1986 and $58.0 million in 1985 was the primary reason for 
the changes in this ratio. In 1987, the competitive retail envi¬ 
ronment put additional pressures on retail margins which 
partially reduced the positive impact of the decrease in the 
LIFO charge. Conversely, in 1986, the increase in the LIFO 
charge was offset primarily by reduced promotional 
markdowns. 

Selling and administrative expense as a percentage of 
sales increased 0.7 percent in 1987 following a 0.5 percent 
decrease in 1986. Early retirement programs in selected mar¬ 
kets and organizational restructuring costs in physical distri 
bution operations, buying activities, and Business Systems 
Centers totaled $111.4 million and were the major factors in 
the 1987 increase. The decrease in 1986 was primarily attrib¬ 
utable to a decrease in pension expense of $148.5 million 
related to the change in accounting for pensions. 

Merchandising operating income for 1987 decreased 5.5 
percent from 1986 following an increase of 18.3 percent 
over 1985. The changes in 1987 and 1986 reflect the net ef¬ 
fect of the underlying factors discussed in the above ex¬ 
pense ratio analyses. 

The program of selling under utilized properties contin¬ 
ued, but at a declining rate, resulting in after tax gains of 
$6.0, $15.5 and $19.9 million in 1987, 1986 and 1985, respec¬ 
tively. 

The effective tax rate on current operations decreased 
to 44.5 percent in 1987 from 48.5 percent in 1986, primarily 
as a result of the Tax Reform Act of 1986. The effective tax 
rate on current operations will be further reduced in 1988 
due to the additional federal tax rate decrease. In addition, 


the 1987 provision for income taxes includes a $44.4 million 
benefit, which represents the excess of taxes provided in 
prior years over the taxes paid as a result of the elimination 
of the installment sales method for tax purposes. This bene¬ 
fit is anticipated to be $125 million in 1988. 

In 1987, Merchandising income increased $30.1 million 
or 6.6 percent following an increase of $11.1 million or 2.5 
percent in 1986. Decreases in operating income of $45-4 mil¬ 
lion and other income of $32.3 million were more than off¬ 
set by the decrease in income tax expense. In 1986, increas 
es in operating income and other income of $126.9 and 
$20.8 million, respectively, were nearly offset by an increase 
of $1310 million in income tax expense. 


Credit operations in the United States continued to be a 
significant contributor to the Group's results. 


1 millions 


1987 

1986 

1985 

Customer receivable balances at Dec 31 

$13,227.1 

11,714.3 

11,5393 

Balances sold at Dec. 31 

$ 

831.5 

2,247.3 

2.361.5 

Average account balance (dollars) 

1 

515 

497 

495 

Finance charge revenues 

$ 

2,010.8 

2,068.5 

2.097.8 

Credit sales as percentage of gross sales 


58 6% 

60.6 

62.0 

Yield on receivables 


17.4% 

17.6 

17.7 

Provision for uncollectible accounts 

$ 

2913 

349.8 

224.2 

Ratio to credit sales 


1.75% 

2.08 

1.35 

Ratio of net charged-off accounts to 





credit sales 


1.69% 

1 62 

1.24 

Percentage of accounts delinquent three 



1.26 


or more months to total 


1.02% 

1.18 

Interest expense 

$ 

776.5 

819.0 

872.8 

Credit income 

$ 

263 1 

253-2 

293 5 

Ratio to credit sales 


1.6% 

1.5 

1.8 


Finance charge revenues decreased 2.8 and 1.4 percent 
in 1987 and 1986, respectively. The decline in both years 
was primarily due to lower average receivable balances 
owned. 

The provision for uncollectible accounts decreased 16.7 
percent in 1987 because of an improvement in delinquen 
cies. This reversed the trend from 1986 when greater num¬ 
bers of delinquencies required a 56.0 percent increase in the 
provision in 1986. Lower effective interest rates and a de 
crease in the debt necessary to finance the receivable bal 
ances reduced interest expense by 5.2 percent. The same 
trend produced a decrease of 6.2 percent in 1986. The effec 
tive income tax rate decreased to 43-2 percent in 1987 from 
49.6 percent the prior year due to the reduction in federal 
income tax rates under the Tax Reform Act of 1986. 
Receivables were not sold in 1987, while in 1986 and 1985 
the after-tax gains on the sale of receivables were $38.8 and 
$33-3 million, respectively. 

Credit income increased 3 9 percent for 198" principally 
because of the decreases in the provision for uncollectible 
accounts, interest expense and income tax expense. The de 
cline of 13 7 percent in Credit net income for 1986 was attrib 
utable to the substantial increase in the provision for 
uncollectible accounts and a slight drop in finance charge 
revenues, partially offset by lower interest expense. 



















Sears Merchandise Group 
Analysis of Operations continued 


International operations are conducted in Canada and 
Mexico. Revenues of International operations translated to 
U.S. dollars totaled $3.2 billion in 1987 compared with $2.9 
billion in both 1986 and 1985. In Canadian dollars, 1987 
Sears Canada revenues increased 3-8 percent, compared with 
a 2.7 percent increase during 1986. Favorable translation ad¬ 
justments accounted for the balance of the U.S. dollar in 
crease. In Mexico, inflation exceeded the rate of devaluation 
and consequently produced a 9.0 percent increase in U.S. 
dollars. 


International operations after minority interest contribut¬ 
ed a profit of $36.3 million to Group income in 1987 com¬ 
pared with contributions of $24.9 million in 1986 and $25 4 
million in 1985. Improved operating results, capital gains 
and favorable translation adjustments produced the current 
year results. In 1986, improved gross margins and a benefit 
from the change to U.S. pension accounting for Sears Cana¬ 
da were offset by a decrease in other income and the elimina¬ 
tion of inventorv tax credits bv the Canadian Government. 


Statements of Financial Position 


millions 


December 31 


1987 

1986 

Assets 



Current assets 



Cash 

$ 531.4 

» 5934 

Retail customer receivables (note 1) 

14,363.7 

12,726.2 

Less: Allowance for uncollectible accounts and unearned finance charges 

328.1 

317.8 


14,035.6 

12,408.4 

Other receivables 

244.6 

243 3 

Inventories 

4,115.3 

4,0130 

Prepaid expenses and deferred charges 

1,116.2 

1,318.3 

Total current assets 

20,043.1 

18,576.4 

Property and equipment 



Land 

248.2 

237.9 

Buildings and improvements 

3,109.5 

3,055.5 

Furniture, fixtures and equipment 

3,061.3 

2,921.2 

Capitalized leases 

298.8 

294.6 


6,717.8 

6,5092 

Less accumulated depreciation 

3,245.9 

3,0153 

Total property and equipment, net 

3,471.9 

3,4939 

Investments in and advances to unconsolidated companies 

107.3 

131.1 

Other assets 

197.5 

169.6 

Total assets 

23,819.8 

22,371 0 

Liabilities 



Current liabilities 



Short term borrowings 

4,225.8 

2,188.6 

Accounts payable and other liabilities 

2,779.3 

2,3639 

Unearned maintenance agreement income 

857.9 

804.5 

Deferred income taxes 

604.0 

592.6 

Other taxes 

359.6 

366.3 

Total current liabilities 

8,826.6 

6,315.9 

Long term debt and capitalized lease obligations 

6,877.5 

7,271.7 

Deferred income taxes 

1,551.0 

1,942.2 

Minority interest and other 

4 

247.5 

206.2 

Total liabilities 

17,502.6 

15.736.0 

Capital 

$ 6,317.2 

$ 6,635.0 


See notes to Consolidated and Sears Merchandise Group summarized financial statements 


























Statements of Changes in Financial Position 


sources (uses) in millions Year Ended December 31 



1987 

1986 

1985 

Cash provided by operations and retained in the business 




Group income 

$ 787.4 

$ 736 0 

f 765.7 

Deferred income taxes 

(373.6) 

148 1 

111.7 

Depreciation 

364.3 

358.6 

314.1 

Increase in unearned maintenance agreement income 

52.7 

637 

56.1 

Dividends from uncoasolidated companies less than equity in net income 

(3.4) 

(4.0) 

(8.8) 

Cash provided by operations before changes in operating assets and liabilities 

827.4 

1,302.4 

1,238.8 

Increase in accounts payable and other liabilities 

441.2 

124.0 

161.8 

Decrease (increase) in other assets 

178.8 

(271.3) 

(208,2) 

Decrease (increase) in inventories 

(86.8) 

71.9 

386.2 

Cash provided by operations 

1,360.6 

1,227.0 

1,578.6 

Dividends paid to Corporate 

(285.6) 

(254.3) 

(400.1) 

Cash provided by operations and retained in the business 

1,075.0 

972.7 

1,178.5 


Investments in operations 


Net additions to property and equipment 

(317.2) 

(280.4) 

(3939) 

Increase in retail customer receivables before sale of accounts 

(178.1) 

(48.2) 

(1,079.1) 

Change in investments in and advances to unconsolidated companies 

30.6 

131 2 

10.7 

Cash used by investments in operations 

(464.7) 

(197 4) 

(1,462.3) 


Financing transactions 


Net increase (decrease) in borrowings 

1,587.4 

(57.2) 

(81.4) 

Increase (decrease) in customer receivable balances sold 

(1,415.8) 

(114.2) 

1,066.9 

Net capital transfers to Corporate 

(843.9) 

(416.1) 

(464.6) 

Cash provided by (used by) financing transactions 

(672.3) 

(587.5) 

520.9 

Increase (decrease) in cash 

$ (62.0) 

$ 1878 

* 237.1 


See notes to Consolidated and Sears Merchandise Group summarized financial statements. 


Analysis of Financial Condition 


Net funds provided by operations before dividends 
paid to Corporate were $1.4 billion in 1987 compared with 
$1.2 billion in 1986 and $1.6 billion in 1985. A significant 
source of funds in prior years was deferred taxes related to 
the installment method of reporting credit sales for tax pur¬ 
poses. The Tax Reform Act of 1986 eliminated the install¬ 
ment method effective in 1987, and the related deferred tax 
es at Dec. 31, 1986 are being paid in 1987 through 1990. 

Increased borrowings replaced sales of customer 
receivables as the primary 7 source of funding for the in¬ 
creased receivables in 1987. Capital transfers to Corporate in 
creased in 1987 because of the increased funds from opera¬ 
tions, which in turn was primarily due to the year-end posi¬ 
tions of other liabilities and assets, and the overall decrease 
in cash. Funds were also transferred to Corporate in 1986 
and 1985, due primarily to funds provided by operations. 


Domestic stores in operation at the end of the year are 


summarized below: 



1987 

1986 

1985 

Department stores 

813 

806 

799 

Paint and Hardware stores 

77 

32 

11 

Eve Care Centers of America 

41 

— 

— 

Business Systems Centers 

60 

102 

105 

Surplus stores 

109 

107 

109 

Total 

1,100 

1,047 

1,024 

Gross square feet (millions) 

116.4 

115.3 

115.1 























Sears Merchandise Group 

Analysis of Financial Condition continued 


During 1987, 14 stores were opened under the market- 
driven concept which began in 1985 to increase Sears pres¬ 
ence in smaller markets. Sears Specialty Merchandising was 
formed in early 1987 to provide additional growth to the 
Sears Merchandise Group through acquisition and develop¬ 
ment of new r businesses. During 1987, Eye Care Centers of 
America, Inc., a 41- store eyewear chain based in the south¬ 
west, was acquired. Pinstripes Petites, Inc., a women’s spe 
cialty store chain, w r as acquired in January 1988. 


Planned capital expenditures for 1988 for domestic op 
erations are $553 million. Approximately $223 million will 
be used for 39 new and relocated stores (including 24 stores 
merchandised under the market-driven concept), and 50 
new^ paint and hardware stores. The balance of funds will be 
used for remodeling existing facilities, normal replacement 
of operating equipment, and expansion of Eye Care Centers 
of America. 


Notes to Summarized Financial Statements 


Summary of significant accounting policies 


Basis of presentation 

The financial statements of Sears Merchandise Group in¬ 
clude domestic and international merchandising and cus¬ 
tomer credit operations and certain w r holly owmed domestic 
subsidiaries direcdy related to retail distribution. The Interna¬ 
tional operations consist of Sears Canada and Sears Mexico, 
which are 60.4 and 100 percent owned, respectively. 

Inventories 

Inventories of the domestic ope rations are valued at die 
lower of cost (using die last-in, first-out—LIFO method) or 
market by application of the Bureau of Labor Statistics price 
indices to inventories at their selling value. The LIFO meth¬ 
od of inventory valuation is used to better match costs and 
revenues. In 1987, 1986 and 1985, the LIFO adjustment to 
cost of sales was a charge of $6.2, $165 7 and $58.0 million, 
respectively. If the firs! in, first-out (FIFO) mediod of inven¬ 
tory valuation had been used instead of the LIFO method, 
inventories w r ould have been $617.0 and $610.8 million 
higher at Dec. 31, 1987 and 1986, respectively. 

Inventories of International operations and Puerto Rico, 
which represent approximately 15.4 percent of Group inven¬ 
tories, are stated at the low r er of cost (FIFO basis) or market 
as determined by the retail inventory method for store in¬ 
ventories and specific identification ior warehouse inven¬ 
tories. 


Debt and related interest expense 

Group debt includes borrowings by International sub¬ 
sidiaries in their respective countries. The debt of the domes 
tic operations used to fund customer receivables is legally 
the responsibility of Sears, Roebuck and Co., Sears Roebuck 
Acceptance Corp. (SRAC) or Sears Overseas Finance N.V. 
(SOFNV), and amounted to $9 7 and $8.1 billion at Dec. 31, 
1987 and 1986, respectively. Allocation of short-term and 
long term debt is based on the proportionate composition 
of the pooled Corporate debt, and interest expense on the 
average debt outstanding is charged at a rate equal to the 
average cost of all funds borrow^ed by Sears, Roebuck and 
Co., SRAC and SOFNV. 

1. Retail customer receivables 

The Group sold selected revolving charge account bal , 
ances in 1986 and 1985 with proceeds of $1.8 and $2.2 bil¬ 
lion received in each year, respectively. As of Dec. 31, 1987 
and 1986, the aggregate outstanding balances in such ac¬ 
counts were $831.5 million and $2.2 billion, respectively. 

The sales were made under an agreement in w r hich account 
balances were sold on a revolving basis. The commitment to 
purchase additional account balances w r as terminated in May 
1987. 

The receivables were sold with a limited repurchase lia 
bility for balances ultimately determined to be uncollectible. 
The purchaser receives all cash collections and finance 
charge revenues and the Group earns a fee for administering 
the accounts sold. 

Retail customer receivables show n in the accompanying 
statements of financial position include approximately $4.3 
billion of domestic accounts and $327.1 million of foreign 
accounts at Dec. 31, 1987 wiiich will not become due within 
one year. These receivables are expected to earn finance 
charge revenue at annual percentage rates ranging from 11.0 
to 21.0 percent for the domestic accounts and 28.8 percent 
for the Canadian accounts. 












Allstate Insurance Group 
Statements of Income 


millions Year Ended December 31 



1987 

1986 

1985 

Revenues 




Property' liability insurance premiums earned 

$10,501.5 

$ 8,831.2 

$ 7,465.4 

Life health insurance premium income 

3,543.9 

2,541.8 

1,840.6 

Non-insurance revenues 

64.3 

55.5 

46.5 

Investment income, less investment expense (note 1) 

1,446.0 

1,209.7 

1,026.4 

Total revenues 

15,555.7 

12,638.2 

10,378.9 

Coses and expenses 




Property liability’ insurance claims and claims expense 

8,513.2 

7,294.8 

6,329.0 

Life health insurance policy' benefits 

3,597.6 

2,369 9 

1,617.2 

Policy acquisition costs (note 2) 

2,182.4 

1.854.6 

1,599.7 

Other operating costs and expenses 

825.1 

650.1 

541.0 

Total costs and expenses 

15,118.3 

12,169.4 

10,086.9 

Income before income taxes, net realized capital gains, equity' in net income (loss) 




of unconsolidated companies and minority interest 

437.4 

468.8 

292.0 

Income tax benefit 




Current operations 

(182.6) 

(174.0) 

(2334) 

Benefit of fresh start adjustment from the Tax Reform Act of 1986 

(150.5) 

— 

— 


770.5 

642.8 

525.4 

Realized capital gains, less income taxes of $94.2, $42.6 and $37.1 

182.9 

109.6 

953 

Equity in net income (loss) of unconsolidated companies 

12.3 

.2 

(131) 

Minority interest 

(3.1) 

(2.2) 

(2.8) 

Group income 

$ 962.6 

$ 750.4 

$ 604.8 


See notes to Consolidated and Allstate Insurance Group summarized financial statements. 

Analysis of Operations 


Allstate Insurance Group achieved substantial gains in 
both revenues and net income for 1987. 

Revenues increased $2.9 billion or 23-1 percent in 1987 
following an increase of $2.3 billion in 1986. Property-liabili¬ 
ty premiums increased $1.7 billion or 18.9 percent after an 
18.3 percent increase in 1986. Life-health premiums in¬ 
creased $1.0 billion or 39 4 percent following a 38.1 percent 
increase in 1986. Net investment income increased 19 5 per¬ 
cent or $236.3 million in 1987 compared with a 17.9 percent 
increase in 1986. 

Group income increased $212.2 million or 28.3 percent 
for 1987 compared with a $ 145-6 million increase in 1986. 
Property-liability insurance generated a $296.9 million in¬ 
crease while life health insurance decreased by $82.4 mil¬ 
lion. The Tax Reform Act of 1986 resulted in a favorable 
“fresh start" adjustment of $150.5 million for the year. Tax 
increases of $63 1 million due to various other provisions of 
the Tax Reform Act resulted in a net $87.4 million benefit 
from tax changes in 1987. In 1988 and beyond, the positive 
impact of the “fresh start" provision will be much less than 
in 1987 with the overall effect of tax reform resulting in a 
reduction in group income. 


Property-liability insurance accounted for 73 8 percent of 
Group revenues in 1987 compared with 76.7 percent in 
1986. 


$ millions 


1987 

1986 

1985 

Premiums written 

$11,002.4 

9,476.3 

7,857.0 

Premiums earned 

$1 

10.501.5 

8,831-2 

7,465.4 

Claims and claims expense 

$ 

8.513-2 

7,294.8 

6,329.0 

Gaims and claims expense ratio 


81.1% 

82.6 

84.8 

Underwriting expenses 

$ 

2,470.6 

2,063 1 

1,761.6 

Underwriting expense ratio 


235% 

234 

236 

Underwriting loss 

$ 

(4823) 

(5267) 

(625 2) 

Combined ratio 


104.6% 

1060 

108.4 

Investment income, less expense 

$ 

985.4 

867.1 

778.3 

Realized capital gains, before tax 

$ 

2435 

1285 

124.5 

Income tax benefit 

$ 

215.4 

191.4 

244.0 

Net income 

$ 

928.1 

631.2 

490.2 

























Allstate Insurance Group 
Analysis of Operations continued 


Premiums written increased 16.1 percent in 1987 com 
pared with a 20.6 percent increase in 1986. New business 
sales remained strong and policyholder renewals remained 
at high levels. Rate increases slowed on personal lines as 
price competition continued in the industry. Rate activity' in 
business insurance is dowm considerably from the significant 
rate increases in 1985 and 1986. Personal lines accounted for 
88 percent of Allstate's property-liability business in 1987, 
whereas personal lines represent approximately -40 percent 
of the industry’s business. 

4 

The property-liability insurance industry' continued the 
trend of reduced underwriting losses as the industry' com¬ 
bined ratio decreased from 107.9 percent in 1986 to an esti 
mated 104.7 percent in 1987. Allstate’s combined ratio fol 
low'ed a similar trend as it improved 1.4 percentage points 
to 104.6 in 1987. Automobile claim frequency and storm re¬ 
lated property' losses have benefited from generally favor¬ 
able w'eather conditions in 1987 and 1986. Also, underwriting 
programs emphasizing risk classification improved underwrit- 
ing results. 

Pre-tax net investment income increased $118.3 million 
or 13.6 percent in 1987 compared w'ith an $88.8 million or 
11.4 percent increase in 1986. The increases w r ere the result 
of the strong cash flow from insurance operations. Net invest¬ 
ment income w r as 9 4 percent of premiums earned in 1987 
compared with 9.8 and 10.4 percent in the two prior years. 
Realized capital gains, fiefore tax, rose 89 5 percent in 1987 
to $243.5 million as Allstate took advantage of capital gains 
opportunities during the period of favorable stock market 
conditions earlier in the vear. 

j 

Net income for the property-liability operations in¬ 
creased 47 percent or $296.9 million in 1987 on top of a 
28.8 percent or $141.0 million increase in 1986. The “fresh 
stan” adjustment to income taxes of $128.0 million and high¬ 
er capital gains contributed to the 1987 increase. Also, im¬ 
proved investment income and underw'riting results w'ere ma¬ 
jor sources of increased net income in 1987 and 1986. 


Life-health insurance accounted for 25.7 percent of 
Group revenues for 1987 compared with 22.8 percent in 
1986. 


$ millions 

1987 

1986 

19535 

Life insurance in force (billions) 

$ L >3 3 

78.8 

64.5 

Premium income 

$3.5-439 

2,541.8 

1.84C.6 

Investment income, less expense 

Income (loss) before income taxes and 

$ 400.6 

3426 

248 1 

realized capital gains 

$ (19.7) 

1537 

155.7 

Realized capital gains, before tax 

$ 336 

23.7 

7.9 

Income taxes (benefit) 

$ (22.4) 

59.0 

48.6 

Net income 

$ 34.9 

117.3 

114.1 


1987 Premium income 

(millions) 


Personal Life/Health 

1 469.5 


Personal annuities 
$1,145.3 



Group Life/ Health 
$ 1 , 360.1 

Group pension 
$ 569.0 


Premium income for the life-health operations increased 
39.4 percent in 1987 following an increase of 38.1 percent in 
1986. Revenue gains reflect increases in both individual and 
group sales with annuity products accounting for a major 
portion of the 1987 and 1986 increases. Premium income for 
individual operations w'as $1.6 billion for 1987, reflecting an 
annual compound growth rate of 512 percent for the last 
three years. Premium income for group operations (exclud¬ 
ing pension products) w r as $1.4 billion for 1987, reflecting 
an annual compound growth rate of 22.3 percent for the last 
three years. Pension revenues w'ere $569 0 million in 1987 
compared with $423.4 million in 1986. The increases in in¬ 
vestment income in 1987 and 1986 were the result of the 
substantial growth in premiums. 

In 1987, life health insurance operations lost $19.7 mil 
lion before income taxes and realized gains compared with 
income of $153.7 million for 1986. The decrease w r as caused 
by group health operations w r hich have sustained unfavorable 
operating results in the indemnity' medical insurance lines. 
With Health Maintenance Organizations and other compre¬ 
hensive care providers vying for a share of the market, com 
petition has been intensive in 1987 and 1986 and rate increas 
es have lagged behind cost increases. At the same time, in 
dustry-wide cost containment programs directed at reduc¬ 
tions in medical usage and costs have proved to be largely 
ineffective. The result w r as premium levels insufficient to 
absorb high claim costs and the increase in the incidence of 
claims. Aggressive pricing, claim and underw'riting activities 
were undertaken in 1987 to improve the adverse operating 
results of the group health operations. 

In general, life insurance operating margins are less fa¬ 
vorable from vear to vear because the mix of business contin 

4 4 

ues to shift tow r ard individual annuity 7 and group products. 
Generally, these policies have low r er margins than traditional 
individual life insurance policies w r hich used to be a greater 
pan of life-health operations. 

Net income for 1987 w T as $34.9 million compared with 
$117.3 million in 1986 and $114.1 million in 1985. Net in 
come for 1987 includes a “fresh start" tax adjustment of 
$22.5 million. 
















Statements of Financial Position 



millions 


December 31 


1987 

1986 

Assets 



Investments (note 1) 



Bonds and redeemable preferred stocks, at amortized cost (market $14,086.8 and $12,189.4) 



State and municipal 

$10,244.3 

$ 8,967.0 

Other 

3,761.9 

2,342.3 


14,006.2 

11,3093 

Common and preferred stocks, at market (cost $2,363.0 and $1,889 1) 

2,372.5 

2,393-5 

Mongage loans 

2,309.7 

1,564.8 

Short term 

601.1 

619.6 

Other 

636.3 

588.5 

Total investments 

20,125.8 

16,475.7 

Premium installment receivables 

1,525.5 

1,321.8 

Deferred policy acquisition costs (note 2) 

758.7 

637.1 

Property’ and equipment, net 

552.0 

424.8 

Accrued investment income 

396.9 

321.1 

Cash 

148.0 

217.2 

Investments in unconsolidated companies 

132.9 

80.6 

Other 

857.6 

863 2 

Total assets 

24,497.4 

20,341.5 

Liabilities 



Reserve for property’ liability* insurance claims and claims expense (note 3) 

7,864.7 

6,663 9 

Reserve for life health insurance policy benefits 

5,204.9 

3,313.4 

Unearned premiums 

3,874.1 

3,407.6 

Claim drafts outstanding 

271.0 

2994 

Income taxes 

236.3 

518.2 

Other liabilities and accrued expenses 

1,475.3 

1,002.5 

Total liabilities 

18,926.3 

15.2050 

Capital (note 1) 

$ 5,571.1 

t 5,136.5 


Statements of Changes in Financial Position 

sources (uses) in millions 

Year Ended December 31 


1987 

1986 

1985 

Cash provided by operations and retained in the business 



$ 604.8 

Group income 

$ 962.6 

t 750.4 

Increase in insurance reserves 

3,092.3 

1,930.0 

1,1499 

Increase in unearned premiums 

466.5 

643 0 

362.5 

Deferred income taxes 

(265.2) 

239 

59.2 

Increase in premium installment receivables 

(203.7) 

(216.7) 

(219.1) 

Depreciation 

66.2 

512 

38.4 

Change in other operating assets and liabilities 

300.0 

17.8 

(159.1) 

Cash provided by operations 

4,418.7 

3.199.6 

1,836.6 

Dividends paid to Corporate 

(346.2) 

(262 7) 

(252.0) 

Cash provided by operations and retained in the business 

4,072.5 

_2,936.9_ 

1,584.6 

Investments in operations 



(1,443 7) 

Increase in investments at cost 

(3,948.3) 

(2,7637) 

Net additions to property* and equipment 

(193.4) 

(132 9) 

(100.7) 

Cash used by investments in operations 

(4,141.7) 

(2,8966) 

(1,544.4) 

Increase (decrease) in cash 

_$ (69.2) 

$ 40.3 

$ 40.2 


See notes to Consolidated and .Allstate Insurance Group summarized financial statements. 

























Allstate Insurance Group 
Analysis of Financial Condition 


Insurance premiums and investment income are 
Allstate’s primary sources of new cash flow. Most insurance 
premiums are received in advance of the time revenues are 
recognized, while incurred claims and policyholder benefits 
are paid in subsequent periods. The resulting cash flow is 
invested until required for operations. New funds from oper¬ 
ations totaled $4.4 billion for 1987, an increase of 38.1 per 
cent from the $3 2 billion from operations in 1986. 


Cash flow from property-liability operations is primarily 
invested in tax-exempt state and municipal bonds. Cash flow 
from life-health operations is primarily invested in taxable 
fixed income securities to support the interest-sensitive prod¬ 
ucts. Dividends paid to Corporate during the last three years 
have averaged 37.1 percent of Group income for the same 
period. 


Notes to Summarized Financial Statements 


Summary of significant accounting policies 


Basis of presentation 

The financial statements of Allstate Insurance Group in¬ 
clude property-liability insurance, life-health insurance and 
adjunct business operations such as Allstate Motor Club. 

The financial statements have been prepared on the ba¬ 
sis of generally accepted accounting principles which vary 
from statutory accounting principles prescribed or permitted 
by regulatory authorities. On a statutory' basis, capital of the 
property-liability operations was $3 9 and $4.1 billion and 
capital of the life-health operations was $405.5 and $370.8 
million at Dec. 31, 1987 and 1986, respectively. 

Investments 

Bonds, redeemable preferred stocks and mongage 
loans are carried at amortized cost; other preferred and com¬ 
mon stocks are carried at quoted market values; other invest¬ 
ments, which include real estate, are primarily accounted for 
by the equity method. 

The difference between cost and market value of com 
mon and non redeemable preferred stocks, less deferred in¬ 
come taxes and minority interest, is reflected in capital. 

Realized capital gains and losses are determined on a 
specific identification basis. 

Property-liability insurance 

Premiums are deferred and earned on a pro rata basis 
over the terms of the policies. Certain costs of acquiring in 
surance business, principally agents’ compensation and pre¬ 
mium taxes, are deferred and amortized to income as premi¬ 
ums are earned. 

The resen r e for claims and claims expense is an accumu¬ 
lation of the estimated amounts, net of estimated salvage 
and subrogation recoveries, necessary' to settle outstanding 
claims, based upon the facts in each case and Allstate’s expe 
rience with similar cases. 


Life-health insurance 

Premiums for traditional life, health, and group life and 
health insurance are recognized as revenue when due. Premi¬ 
ums for single and flexible premium life and annuity prod¬ 
ucts are recognized as revenue when collected. Policy bene¬ 
fit reserves for traditional life, health and fixed annuities are 
computed on the basis of assumptions as to future invest¬ 
ment yields, mortality, morbidity and expenses. These as¬ 
sumptions, which for traditional life are applied using the 
net level premium method, include provisions for adverse 
deviation and generally vary by such characteristics as plan, 
year of issue and policy duration. Policy' benefit reserves for 
group life and health include claim reserves and unearned 
premiums. Claim reserves, including incurred but not report¬ 
ed claims, represent management’s estimate of the ultimate 
liability associated with unpaid policy claims, based primari 
ly upon analysis of past experience. Policy benefit reserves 
for single and flexible premium life and annuity products are 
determined using a deposit approach. 

Certain costs of acquiring insurance business, principal 
ly agents’ compensation, certain underwriting costs and di¬ 
rect mail solicitation expenses, are deferred and amortized 
to income in proportion to the estimated revenues on such 
business. 

Related party transactions 

Insurance premiums include transactions with Sears, 
Roebuck and Co. and other affiliates. The effect on Group 
revenues and income is not material. 








1. Investments 


Investment income by category of investment was as 
follows: 


millions 

Year Ended December 31, 


1987 

1986 

1985 

Bonds and redeemable preferred stocks 




State and municipal 

$ 8316 

$ 726.8 

$ 648.0 

Other 

278.9 

207.2 

172.5 


1,110.5 

934.0 

820.5 

Common and preferred stocks 

76.8 

61 0 

60.2 

Mortgage loans 

208.7 

166.6 

121 2 

Short term 

15.1 

57.7 

42.0 

Other 

657 

14.8 

50 

Investment income, before expense 

1,476.8 

1,234.1 

1,048.9 

Investment expense 

30.8 

24.4 

22.5 

Investment income, less investment 
expense 

$1,446.0 

$1,2097 

$1,026.4 


At Dec. 31, 1987, the carrying value of all investments, 
excluding common and preferred stocks, that were non in¬ 
come producing during 1987 was $5.4 million. 

Realized capital gains (losses), less income taxes, 
and changes in unrealized net capital gains, less applicable 
tax effect and minoritv interest, for bonds and stocks were 

j • 

as follows: 

millions Year Ended December 31 

1987 1986 1985 


2. Deferred policy acquisition costs 

Policy acquisition costs deferred and amortized to in¬ 
come were as follows: 


millions 

Year Ended December 31 


1987 

1986 

1985 

Costs deferred and amortized 

Amount deferred 

Amount amortized to income 

$1,488.2 

1,366.6 

$1,259.8 

1,138.1 

$1,021.9 

948.1 


3. Reinsurance 

Allstate assumes and cedes insurance to participate in 
the reinsurance market, limit maximum losses and minimize 
exposure on large risks. Reinsurance ceded arrangements do 
not discharge Allstate as the primary insurer. 

At Dec. 31, 1987 and 1986, reserves for insurance claims 
and policy benefits are shown net of amounts recoverable 
from other insurers of $1.1 billion for each year. Insurance 
premiums assumed totaled $563-6 and $408.9 million in 
1987 and 1986, respectively. Insurance premiums ceded to¬ 
taled $383-6 and $295.7 million for the same periods. 

Allstate participates in the reinsurance programs of 
several insurers of limited partnerships. Allstate’s share of the 
largest single risk is $2.6 million. Allstate's aggregate expo 
sure under these treaties as of Dec. 31, 1987, assuming all 
reinsured risks were the subject of simultaneous default and 
no further payments were made, was $97.7 million. 


Bonds and redeemable preferred stocks 


Realized 

$ 12.7 

$ .1 

$(38.8) 

Change in unrealized 

Common and preferred stocks 

(5253) 

668.2 

728.3 

Realized 

1690 

1451 

1238 

Change in unrealized 

(224.7) 

28.0 

1838 


Unrealized capital gains and losses on common and pre¬ 
ferred stocks included in capital at Dec. 31, 1987 were as 
follow's: 

millions 

Market 
Cost Value 

Gross Unrealized 

Gains (Losses) 

Net 

Unrealized 

Gains 

(Losses) 

Common and 
preferred stocks 

$2.3630 $2,572.5 

$534.4 

$(324.9) 

$209.5 

Deferred income tax and minority interest 



(70.1) 

Total 




$ 139.4 



























Dean Witter Financial Services Group 
Statements of Income 


millions 


Year Ended December 31 


1987 

1986 

1985 

Revenues 




Interest 

$2,023.9 

$1,699.4 

$1,566.9 

Commissions 

763.0 

757.6 

507.1 

Trading 

279.2 

275.7 

225.8 

Investment banking 

274.8 

2558 

264.4 

Other operating revenues 

653.9 

426.8 

292.4 

Total revenues 

3,994.8 

3,415.3 

2,856.6 

Costs and expenses 




Interest 

1,511.4 

1,400.3 

1,324.0 

Personnel 

1,271.4 

1,1552 

870.1 

Other operating costs and expenses 

1,273.9 

940.9 

644.1 

Total costs and expenses 

4,056.7 

3,496.4 

2,838.2 

Operating income (loss) 

(61.9) 

(81.1) 

18.4 

Gain on sale of savings branches 

94.9 

22.9 

— 

Income (loss) before income taxes 

33.0 

(58.2) 

18.4 

Income taxes (benefit) 

31.8 

(21.2) 

53 

Group income (loss) 

$ 1.2 

$ (37.0) 

$ 13.1 


See notes to Consolidated and Dean Witter Financial Services Group summarized financial statements. 


Analysis of Operations 

Revenues of Dean Witter Financial Services Group in¬ 
creased 17.0 percent in 1987 and 19.6 percent in 1986 over 
the respective prior years. The 1987 increase was primarily 
due to increased interest and fee revenues for the Discover 
Card operations, as well as increased mutual fund related 
fees and corporate underwriting fees in securities-related ac¬ 
tivities. The 1986 increise was primarily due to increased 
commissions, interest and mutual fund related fees in securi 
ties-related activities. 

The income reported by the Group in 1987 represented 
a $38.2 million improvement from the loss reported in 198(5, 
primarily due to a $53 4 million net gain recognized on the 
sale of 50 retail savings branches and the closing of the re¬ 
maining 40 retail branches in the Sears Financial Network 
Centers, both connected with the restructuring of Sears Sav¬ 
ings Bank (SSB). Additionally, the 1987 results include high¬ 
er losses for the Discover Card operations, securities related 
income at slightly below the prior year, and improved earn 
ings for mortgage banking activities. The loss reported by 
the Group in 1986, which included a $12.4 million net gain 
from the sale of 18 SSB retail savings branches, represented 
a $50.1 million reduction from the income reported in 1985 
due to losses incurred for the national introduction of the 
Discover Card partially offset by record earnings generated 
by securities related activities. 


Securities-related activities accounted for 69 percent of 
Group revenues in 1987 compared with 75 percent in 1986. 
Statements of income follows 


millions 

1987 

1986 

1985 

Interest 

$ 986.4 

$ 938.1 

$ 858.2 

Commissions 

763.0 

757.6 

507.1 

Trading 

279.2 

275.7 

2258 

Investment banking 

274.8 

255.8 

264.4 

Other 

4435 

335.5 

1755 

Total revenues 

2,746.9 

2,562.7 

2,031 0 

Personnel 

1,072.7 

987.9 

766 7 

Interest 

877.3 

844.6 

763 7 

Other 

648.5 

576.3 

5035 

Total expenses 

2,598.5 

2,408.8 

2,0339 

Operating income (loss) 

148.4 

1539 

(2.9) 

Income taxes (benefit) 

72.6 

74.4 

(31) 

Net income 

$ 75.8 

$ 79.5 

$ 0.2 


Net interest income increased 17 percent in 1987 due to 
increased activity in repurchase and resale agreements, and 
increased balances and spreads in customer margin ac 
counts. In 1986, net interest income declined 1 percent as a 
result of a declining interest rate environment. 







































Record retail securities volume in listed securities, offset 
by lower sales of mutual funds produced a 1 percent in¬ 
crease in 1987. In 1986 the increase of 49 percent was pri¬ 
marily in mutual funds and listed securities which resulted 
from the stronger comparative retail securities market. 

Trading revenues increased slightly in 1987 due to 
strong government trading results, which were balanced by 
lower corporate bond and municipal trading revenues. The 
22 percent increase in 1986 was due primarily to govern¬ 
ment and equity securities as a result of the strong securities 
market and declining interest rate environment. 

Investment banking revenues increased 7 percent in 
1987 principally as a result of increased corporate underwrit¬ 
ings due to favorable market conditions earlier in the year, 
and several large issues brought to market in the latter part 
of the year. In 1986, investment banking revenues decreased 
3 percent principally resulting from declines in real estate 
product sies and tax advantaged investment sales partially 
offset by an increase in corporate underwriting activity. 


Assets under management 

( millions) 



Other operating revenues increased 32 and 91 percent 
in 1987 and 1986, respectively, primarily due to increased 
mutual fund related fees resulting from the growth in assets 
under management. 

Personnel expense increased 9 and 29 percent in 1987 
and 1986, respectively. These increases were attributable to 
higher account executive and other compensation related to 
improved revenues. Other operating expenses increased 13 
percent in 1987 and 14 percent in 1986. Increased communi¬ 
cation, facilities and promotional expenses, including ex¬ 
penses related to the consolidation of securities-related 
activities at Two World Trade Center, New York were reflect¬ 
ed in both 1987 and 1986. 

Net income decreased $3 7 million in 1987, following a 
$79.3 million improvement in 1986. While both years were 
positively affected by a strong retail securities market, 1987 
was adversely affected by the poor results in corporate bond 
and municipal trading due to volatile market conditions. 

For the fourth quarter of 1987, securities related activi¬ 
ties had a net loss of $5 2 million compared with net income 
of $317 million for the fourth quarter of 1986. The 1987 
fourth quarter net loss reflects the negative securities indus¬ 
try environment following the October stock market sell-off, 
which caused significant decreases in the firm's retail securi¬ 
ties volume and a high degree of market volatility. 


Consumer banking activities are summarized below: 


millions 

1987 

1986 

1985 

Interest revenue 

$ 1,037.5 

761.3 

708.7 

Interest expense 

634.1 

555.7 

560 3 

Net interest income 

403.4 

205.6 

148.4 

Provision for loan losses 

2135 

55.3 

156 

Net credit income 

$ 189.9 

150.3 

132.8 

Net income (loss) 

1 (74.6) 

(116.5) 

12.9 

Volume: 




Discover Card 

1 6,004.0 

1,755.1 

24.2 

Real estate loans 

f 4,064.9 

4,775.2 

3,129.5 

Auto, home equity and other loans 

$ 1,303-9 

1,069.6 

847.5 

Residential mongage servicing portfolio 

*10,663.7 

8,601.6 

6,0354 

Discover Card (thousands): 




Cardholders 

22,056 

11,372 

378 

Merchant outlets 

726 

527 

150 


Discover Card volume 

( millions) 



85 | 24.2 


Interest revenue, which comprised over 83 percent of 
total revenues in the three years ended Dec. 31, 1987, in¬ 
creased 36 percent in 1987 and 7 percent in 1986 over the 
respective prior years. The increase in 1987 was due primari¬ 
ly to the consistent growth of Discover Card receivables, par¬ 
tially offset by lower interest revenue as a result of the restruc¬ 
turing of Sears Savings Bank (SSB). This restructuring includ¬ 
ed the sale of 50 retail savings branch offices and the closing 
of all 40 SSB branch locations at the Sears Financial Network 
Centers in California. The increase in 1986 was primarily due 
to the national rollout of Discover Card in 1986, partially 
offset by lower interest revenues on the loan portfolios giv¬ 
en the overall lower interest rate environment. 

The net loss in 1987 represents an improvement of 
$41.9 million from the loss reported in 1986. Included in the 
results for 1987 is the $53.4 million net gain related to the 
SSB restructuring. Additionally, mortgage banking activities 
in 1987 were more favorable when compared with 1986. Al¬ 
so included are losses from Discover Card Services of $124.2 
million for 1987, compared with losses of $106.0 million for 
1986. In 1987, the allowance for loan losses as a percent of 
Discover Card receivables was substantially increased, which 
resulted in an additional pretax charge of $57.6 million includ 
ed in the provision for loan losses. 

The net loss in 1986 represents a decrease of $129 4 
million from the income reported in 1985 and was attribut¬ 
able to the Discover Card Services loss. Additionally, results 
for 1986 were significantly impacted by interest rate and oth 
er economic factors which resulted in additions to loan loss 
reserves and an adverse effect on the valuation of mortgage 
related products. These effects were partially offset by a 
$12.4 million net gain realized from the sale of 18 retail sav 
ings branch offices of SSB. 





















Dean Witter Financial Services Group 



Statements of Financial Position 



millions 


December 31 


1987 

1986 

Assets 



Cash and invested cash 

$ 929.8 

$ 934.8 

Securities purchased under agreements to resell 

6,400.0 

5,228.7 

Mortgage, other loans and investments 

4,398.9 

5,1311 

Discover Card receivables 

3,705.9 

1,271.9 

Receivable from clients and others—collateralized 

3,570.6 

3,275.6 

Securities, at market value (note 2) 

2,513.1 

2,5650 

Consumer finance notes 

1,517.5 

1,246.0 

Other assets 

1,538.6 

1,585.8 

Total assets 

24,574.4 

21,238.9 

Liabilities 



Deposits and advances from Federal Home Loan Bank (note 1) 

7,222.4 

6,648.1 

Securities sold under agreements to repurchase (note 3) 

6,817.2 

5,887.9 

Borrowings (note 3) 

3,356.2 

3,037.3 

Pavable to clients and others 

4 

3,120.9 

2,845.3 

Securities sold but not yet purchased, at market value (note 2) 

1,532.2 

477.2 

Other liabilities 

875.2 

1,094.4 

Total liabilities 

22,924.1 

19,990.2 

Capital 

$ 1,650.3 

♦ 1,248.7 


Statements of Changes in Financial Position 


sources (uses) in millions 


Year Ended December 31 


1987 

1986 

1985 

Cash provided by operations and retained in the business 




Group income (loss) 

$ 1.2 

$ (37.0) 

$ 131 

Depreciation and amortization 

63.6 

50.9 

49.5 

Deferred income taxes 

(105.3) 

(10.7) 

736 

Change in other assets and liabilities 

(41.6) 

(279.4) 

330 

Cash provided by (used by) operations 

(82.1) 

(276.2) 

169.2 

Dividends paid to Corporate 

(15.5) 

(1.6) 

(9.6) 

Cash provided by (used by) operations and retained in the business 

(97.6) 

(277.8) 

1596 

Investments in operations 




Increase in Discover Card receivables 

(2,434.0) 

(1.251.5) 

(20.4) 

Net decrease (increase) in securities, at market value 

1,106.9 

422.8 

(2,656 1) 

Increase in consumer finance notes 

(271.5) 

(228.3) 

(102.9) 

Net additions to property and equipment 

(88.6) 

(51.4) 

(46.7) 

Change in net brokerage receivables 

(19.4) 

196.2 

(10.8) 

Decrease (increase) in mortgage, other loans and investments 

732.2 

66.2 

(177.4) 

Cash used by investments in operations 

(974.4) 

(846.0) 

(3,014.3) 

Financing and deposit-taking transactions 




Increase in deposits and advances from Federal Home Loan Bank 

574.3 

1,354.4 

266 3 

Change in net agreements to resell or repurchase 

(242.1) 

(808.4) 

2,0558 

Net increase in borrowings 

318.9 

365.6 

666.1 

Inter group capital transactions 

415.9 

347.0 

(0.2) 

Cash provided by financing and deposit-taking transactions 

1,067.0 

1,258.6 

2,988.0 

Increase (decrease) in cash and invested cash 

$ (5.0) 

$ 134.8 

$ 1333 


See notes to Consolidated and Dean Witter Financial Services Group summarized financial statements 







































Analysis of Financial Condition 


The operations of Dean Witter Financial Services Group 
used funds of $82.1 and $276.2 million before dividend pay¬ 
ments to Corporate in 1987 and 1986, respectively, com¬ 
pared with funds generated of $169.2 million in 1985. 

Securities-related assets are extremely liquid and can be 
readily converted to cash. Cash and liquid assets, which 
consist principally of securities inventory, receivables 
from brokers, dealers and clients, and securities pur¬ 
chased under agreements to resell, continue to represent 
more than 90 percent of total securities-related assets. 
Short-term borrowings are used to finance the purchase 
of securities by clients on margin, to facilitate the securi¬ 
ties settlement process, and to finance the trading account 
securities inventory. Securities sold under repurchase 
agreements are also used to finance the trading account 
securities inventory. Letters of credit are utilized in lieu of 

m 

cash or security margin deposits required by various clear¬ 
ing associations w ? herever possible. Portions of liabilities, 


such as credit balances of clients, certain payables to brokers 
on securities transactions and other liabilities are non inter 
est bearing and therefore, an important source of funds. 

Consumer banking experienced rapid growth in assets 
during 1987. Consumer and institutional deposits, capital 
contributions from Sears, Roebuck and Co. and short¬ 
term borrowings were the principal sources of funding. 
Significant progress has been made in enhancing the 
Group s access to more cost effective sources of short 
term borrowings and in maintaining an appropriate mix 
of fixed and variable rate borrowings. In the fourth quar 
ter of 1987, Discover Credit Corp. commenced issuing 
commercial paper in order to provide the Group with a 
new- source of lower cost funding for Discover Card. 

Debt is allocated from Corporate to fund certain Discover 
Card receivables, with interest charges allocated at a rate 
approximating the short-term cost of funds. 


Notes to Summarized Financial Statements 


Summary of significant accounting policies 
Basis of presentation 

The financial statements of Dean Witter Financial Ser¬ 
vices Group include securities-related and consumer banking 
activities. Securities related includes securities brokerage and 
principal trading activity, investment banking, mutual fund 
and money management. Consumer Banking includes credit 
card services, mortgage banking, deposit taking and lending 
and consumer finance services. 

Securities-related 

Clients’ securities transactions are recorded on set 
tlement date with related commission revenues and ex¬ 
penses recorded on a trade date basis. Proprietary securities 
transactions are recorded on trade date. Securities are valued 
at market, and the unrealized gains and losses are included 
in income. 

Transactions in forward contracts and futures are open 
contractual commitments until settlement date. Open con¬ 
tracts are valued at market and the resulting unrealized gains 
and losses are reflected in income. 

Securities transactions under agreements to resell and 
repurchase are financing transactions and are carried at the 
contract amounts at w r hich the securities will be resold or 
reacquired. Additionally, the Group takes possession of the 
securities under agreements to resell at the time such agree¬ 
ments are made. In the event the market value of such 
securities falls below the related reverse repurchase asset, 
the Group will generally request an incremental margin de¬ 
posit in excess of a pre-approved credit limit. 


Credit card services 

Interest on loans is credited to income as earned to the 
extent considered collectible. Merchant discount revenue is 
accrued as earned. Service fee income is recorded w^hen 
billed. 

Mortgage banking 

Fees for servicing loans for investors are recognized as 
income as the related mortgage payments are due. For loans 
sold with sen-icing retained, excess senicing fees are recog¬ 
nized as an adjustment to the gain or loss on the sale 
of the loans. The costs of mortgage senicing purchased are 
deferred and amortized over the estimated average life of 
the related loans on an accelerated basis to approximate the 
estimated future stream of net senicing income. 

Deposit taking and lending 

Interest on loans is credited to income as earned to the 
extent considered collectible. Loan origination and commit¬ 
ment fees are generally recognized as income when the loan 
is recorded to the extent of loan origination costs incurred. 
Fees in excess of such costs are deferred and amortized to 
income over the estimated lives of the loans. 

Consumer finance 

Revenues from consumer finance notes are deferred 
and amortized to income over the terms of the loans. Direct 
loan origination costs are deferred and amortized primarily 
in relation to interest earned on the loans. 









Dean Witter Financial Services Group 

Notes to Summarized Financl\l Statements continued 


1. Deposits by type follow: 


millions 

December 31 


1987 

1986 

Demand and passbook accounts 

$ 821.6 

$1,512 2 

Consumer certificate accounts 

1.915.2 

1,908 6 

$100,000 minimum certificate accounts 

3.995.6 

2,685 4 

Total 

$6,732.4 

$6,106 2 

Average annual compounded interest rate 

7.31% 

7.00% 


A summary’ of deposits by year of maturity follows: 


millions 

December 31, 1987 

Demand and passbook accounts 

Certificate accounts maturing in: 

$ 8216 

1988 

4,196 5 

1989 

1,068 7 

1990 

320 6 

1991 

150 9 

1992 and thereafter 

174 1 

Total 

$6,732 4 


Based on historical experience, management anticipates a 
substantial portion of maturing accounts will be redeposited. 

2. Securities owned and securities sold but not yet pur¬ 
chased consist of the following: 


millions 

December 31, 1987 



Sold but not 


Owned 

yet purchased 

Money’ market instruments 

$ 230.8 

$ 8 

United States government 



and agency' obligations 

1,557.6 

1,1688 

Municipal bonds 

346.6 

19 5 

Corporate bonds 

292.9 

157 5 

Corporate stocks and options 

85.2 

185 6 

Total 

$2,5131 

$1.532 2 


3. Borrowings consisted of: 


millions 

December 31 


1987 

1986 

Borrowings/ allocations from Corporate 

$1,421.5 

$1,394.2 

Bank loans 

1,211.9 

1.325 4 

Commercial paper 

474.3 

1337 

Other 

248.5 

184.0 

Total 

$3,356.2 

$3,037.3 

Average interest rate 

7.9% 

7.0 


The effective interest rate on amounts borrowed on 
repurchase agreements was approximately 6.5 and 11.4 per¬ 
cent at Dec. 31, 1987 and 1986. 



































Coldwell Banker Real Estate Group 




Statements of Income 




millions 


Year Ended December 31 


1987 

1986 

1985 

Revenues 




Real estate commissions 

$ 963.7 

$ 881.0 

$710.9 

Real estate operations 

102.3 

110.2 

1133 

Ancillary fees and other 

177.7 

160.6 

1251 

Total revenues 

1,243.7 

1,1518 

9493 

Costs and expenses 




Commissions and direct costs 

632.6 

574.6 

469.4 

Operating and administrative 

630.0 

564.0 

455.4 

Interest 

40.7 

32.0 

22.8 

Total costs and expenses 

1,303.3 

1.170.6 

947.6 

Operating income (loss) 

(59.6) 

(18.8) 

1.7 

Gain on sale of property 

189.8 

162.8 

125 1 

Equity in income of real estate joint ventures (note 2) 

2.3 

6.6 

34 

Income before income taxes 

132.5 

150.6 

130.2 

Income taxes 

39.4 

56.8 

44.1 

Group income 

$ 93.1 

$ 938 

$ 86 .1 

Statements of Financial Position 




millions 



December 31 



1987 

1986 

Assets 




Investments 




Real estate investments (note 1) 


$ 1,268.0 

$1,117.8 

Mongage loans 


11.0 

1852 

Investments in and advances to real estate joint ventures (note 2) 


109.4 

63 1 

Total investments 


1,388.4 

1,366.1 

Cash and invested cash 


22.2 

85.9 

Office properties and equipment, less accumulated depreciation of $61.0 and $44.1 


161.6 

140.1 

Prepaid expenses and other assets 


144.6 

1351 

Commissions and other receivables 


134.8 

397 3 

Total assets 


1,851.6 

2,124.5 

Liabilities 




Long term debt 


670.7 

726.8 

Loans payable 


122.9 

226.3 

Commissions payable 


30.2 

331 

Other liabilities 


336.3 

507.9 

Total liabilities 


1,160.1 

1,494.1 

Capital 


$ 691.5 

$ 630.4 


See notes to Consolidated and Coldwell Banker Real Estate Group summarized financial statements. 

























Coldwell Banker Real Estate Group 
Analysis of Operations 


Revenues of Coldwell Banker Rt^al Estate Group in 
creased $91.9 million or 8 percent in 1987 following an in 
crease of $202.5 million or 21 percent in 1986. Revenue in¬ 
creases in 1987 and 1986 were primarily attributable to real 
estate commissions from brokerage operations which rose 9 
percent or $82.7 million and 24 percent or $170.1 million 
over the respective prior years. In addition, ancillary fees 
and other revenues, which include mortgage origination, es¬ 
crow, title and other fees and interest income, increased 11 
percent and 28 percent in 1987 and 1986, respectively. Pri¬ 
marily because of property sales, revenues from real estate 
operations declined 7 {>ercent in 198 7 and 3 percent in 1986. 


1987 Revenues 



Real estate 
commissions 
$ 963.7 


The residential real estate business accounted for most 
of the revenue growth of the total Group during 1987 and 
1986. These revenues, primarily commissions from sale of 
homes, increased 17 percent or $104 5 million to a record of 
$' 7 32.2 million in 1987. In 1986, revenues of $627.7 million 
were 39 percent or $174.7 million higher than 1985. 

Coldwell Banker continued its growth through geographic 
expansion, acquisitions and expansion of the franchise pro¬ 
gram, increasing its residential market share to an estimated 
10 percent in 1987, compared with 9 percent in 1986 and 
7.5 percent in 1985. 

The number of residential real estate brokerage offices 
at year-end w r as as follows: 


Company Owned/Franchised offices 


Owned Franchised 

87 mmm 

86 BBjfe :'.' 831 927 1,758 

85 687 802 1,489 


2.039 


Commercial real estate revenues declined 5 percent or 
$19 “’ million to $395 3 million in 1987 following a 9 percent 
or $33 0 million increase in 1986. The 1987 decrease was 
caused by the sale of three hotel properties, one in late 1986 
and twm in mid year 1987, and a 3 percent reduction in com 
missions reflecting the relatively soft commercial market af¬ 
ter the enactment of the Tax Reform Act of 1986. Whereas 
sales were slow r for most of 1986, fourth quarter activities 
were abnormally high as investors took advantage of the 
favorable tax provisions remaining in effect through 1986. As 
a result of internal expansion, commercial brokerage in¬ 
creased its sales offices in 1987 to 100, from 98 and 88 at 
Dec. 31, 1986 and 1985, respectively. 


Homan Development Co. revenues increased 11 per 
cent to $125.3 million in 1987. Rental revenues from shop 
ping centers and office building operations of $99.4 million 
were the major source of revenues. Additions to new^ proper 
ties, increased occupancy of existing centers and office build¬ 
ings, and increased rents w r ere offset by loss of revenues due 
to sales, resulting in the net increase in 1987. In 1986, total 
revenues w^ere $112.9 million, representing a 2 percent de¬ 
cline from 1985. 

Total costs and expenses for the Group increased 11 
percent in 1987 and 24 percent in 1986 over the respective 
prior years. Increased commissions and direct costs (w^hich 
vary directly with commission revenues), combined with in¬ 
creased salaries, advertising, insurance and other operating 
costs (resulting from the internal expansion and acquisition 
program), accounted for the increases in both years. 

The Group’s total operating income w ? as adversely im¬ 
pacted by Homan's operating losses of $41.7 million in 
1987, $27.9 million in 1986 and $1.4 million in 1985 and by 
operating losses reported by the residential mongage opera¬ 
tions in 1987. Homan losses w r ere expected given the sale of 
mature properties, its rapid development pace and the in¬ 
crease in its financial leverage. In addition, the level of losses 
w-as adversely impacted by the rental concessions required 
in many overbuilt office building markets. Depreciation and 
amortization at Homan, w r hich are non-cash charges against 
income, w r ere $29-5, $25.3 and $20.9 million in 1987, 1986 
and 1985, respectively. Residential mortgage operations 
w^ere negatively impacted by expansion costs, rising interest 
rates and competitive market conditions. 

Gains on sale of property increased 17 percent in 1987 
and 30 percent in 1986 over the respective prior years. In 
1987, after-tax gains of $122.0 million resulted from the sales 
of two w r holly owmed regional shopping centers, partial inter¬ 
ests in three regional malls and certain land parcels. In 1986, 
after-tax gains of $101.5 million w r ere from the sales of one 
wholly owmed regional shopping center, partial interests in 
two regional malls, a neighborhood center and certain land 
parcels. The sales of two w r holly owmed regional shopping 
centers, a partial interest in a regional mall, several small 
joint venture properties and peripheral land primarily ac¬ 
counted for the 1985 after-tax gains of $80.4 million. 

The Group’s share of real estate joint venture operating 
results declined in 1987 primarily due to sales of mature prop 
erties. Improved operating results of the various joint ven¬ 
ture partnerships accounted for the increase in joint venture 
operating results in 1986 over the prior year. 

Compared with the prior year, Coldw r ell Banker Real Es¬ 
tate Group income in 1987 declined 1 percent or $0.7 mil¬ 
lion. In 1986, Group income w’as 9 percent or $7.7 million 
higher than in 1985. 
























Statements of Changes in Financial Position 

sources (uses) in millions 


Year Ended December 31 


1987 

1986 

1985 

Cash provided by operations and retained in the business 




Group income 

S 93.1 

S 93 8 

$ 86 .1 

Depreciation and amortization 

51.5 

44.5 

359 

Decrease (increase) in other assets 

186.9 

(301.3) 

(29.5) 

Change in other non cash items 

(90.8) 

1198 

5.0 

Increase (decrease) in other liabilities 

(64.2) 

50.7 

61.0 

Cash provided by operations 

176.5 

7.5 

158.5 

Dividends paid to Corporate 

(37.2) 

(37.5) 

(34.5) 

Cash provided by (used by) operations and retained in the business 

139.3 

(300) 

(124 0) 

Investments in operations 




Purchase and development of real estate 

(272.6) 

(279.0) 

(267.5) 

Decrease (increase) in mongage loans 

174.2 

(1435) 

(15.1) 

Carrying value of real estate dispositions 

73.1 

95.0 

84.5 

Increase in residential property' held for resale 

(23.4) 

(68.6) 

(47.2) 

Cash used by investments in operations 

(48.7) 

(396.1) 

(245.3) 

Financing transactions 




Net increase (decrease) in borrowings 

(159.5) 

414.0 

89.6 

Capital contributions 

5.2 

4.2 

4.0 

Cash provided by (used by) financing transactions 

(154.3) 

418 2 

936 

Decrease in cash and invested cash 

$ (63.7) 

t (7.9) 

S (27.7) 


See notes to Consolidated and Coldwell Banker Real Estate Group surmnarized financial statements 


Analysis of Financial Condition 

Funds provided by operations were $176.5 million in 
1987 compared with $7.5 million in 1986 and $158.5 million 
in 1985. In 1987 and 1986, funds provided by operations 
were impacted by the sales of two shopping centers. Notes 
receivable arising from the transactions were recorded in 
1986. Proceeds were collected and the gains on sales were 
recognized in 1987. 

Principal uses of funds were for the purchase and develop¬ 
ment of real estate properties, purchase of residential re¬ 
location property held for resale, payment of dividends to 


Corporate and the purchase of new’ brokerage offices and 
furnishings for commercial and residential operations. 

Liquidity sources for the operation and development of 
wholly owned real estate properties are cash flow's from 
shopping center operations, net proceeds from real estate 
sales, borrowings on real estate properties and unsecured 
debt and credit facilities. Joint venture shopping centers and 
office buildings are developed primarily with borrowings re¬ 
lated to those joint ventures and which, accordingly, are not 
included in the above figures. 


















Coldwell Banker Real Estate Group 
Notes to Summarized Financial Statements 


Summary of significant accounting policies 


Basis of presentation 

The financial statements of Coldwell Banker Real Estate 
Group include real estate development, management, bro¬ 
kerage and related financial sendees. The Group carries its 
investment in joint ventures at cost plus its undistributed 
share of earnings and losses since inception. 

Real estate 

Real estate commissions on sales are credited to income 
upon close of escrow or upon transfer of title. Real estate 


leasing commissions are credited to income generally upon 
occupancy by tenant. Sales and leasing commissions ex¬ 
pense are recorded concurrently with the income transac¬ 
tions to w r hich they relate. Percentage rental revenue is 
based on tenant sales and is recognized in the period in 
wTiich the sales occur. Initial leasing costs applicable to com 
pany-owmed real estate are deferred and amortized over the 
average life of the related leases on a straight line basis. 


1. Real estate investments 


millions 


December 31, 1987 


December 31, 1986 



Held for 



Held for 




or under 



or under 



Operating 

development 

Total 

Operating 

development 

Total 

Land 

$ 70 1 

$242.7 

$ 312.8 

$ 53.6 

$203 5 

$ 257.1 

Buildings, improvements ami equipment 

7293 

— 

729.3 

664.8 

.1 

664.9 

Construction and development costs 

— 

171.7 

171.7 

10.1 

143 6 

1537 

Residential property held foi resale 

144.5 

.4 

144.9 

120.7 

.7 

121.4 


9439 

414.8 

1,358.7 

849.2 

347.9 

U97.1 

Accumulated depreciation and amortization 

90.7 

— 

907 

79.2 

.1 

793 

Total 

$8532 

$414.8 

$1,268 0 

$770.0 

$347.8 

$1,117.8 


The amount of interest and taxes capitalized in connec ¬ 
tion with property’ held for or under development was 
$39 5, $28.3 and $23-5 million for the years ended Dec. 31, 
1987, 1986 and 1985, respectively. 

2. Real estate joint ventures 

At the end of 1987, Homart w r as a partner in 27 joint 
ventures formed to develop and operate regional shopping 
centers and other commercial property. Homart, with its 
partners, has jointly and/or severally guaranteed $209.6 mil¬ 
lion in borrowings for joint ventures in w’hich it is a partner. 

At Dec. 31, 1987 and 1986, combined joint venture as 
sets (primarily shopping centers and properties under 


development) totaled $612.5 and $497.7 million and liabili¬ 
ties (primarily long-term debt and construction loans) to¬ 
taled $477.8 and $416.9 million, respectively. Joint venture 
revenues for the years ended Dec. 31, 1987, 1986 and 1985 
w r ere $126.1, $117.6 and $101.7 million, respectively. Operat¬ 
ing income before gains on property sales was $13 7, $13-2 
and $9 0 million in 1987, 1986 and 1985, respectively. 
Homan’s share of joint venture gains on property’ sales of 
$0.3, $1.0 and $4.1 million for the years 1987, 1986 and 
1985 are included in the caption “Gain on sale of property” 
in the accompanying statements of income. 































ANNUAL MEETING 

The annual meeting of shareholders of Sears, Roebuck 
and Co. will be held in the Civic Opera House at 
\X acker Drive and Madison Street, Chicago, Illinois 60606 
on Thursday, May 12, 1988. at 9:30 a.in., C.D.T. 


REGISTRAR 


Morgan Shareholder Services Trust Company 


AUDITORS 

l ouche Ross & Co. 
Chicago, Illinois 


INVESTOR INFORMATION 

Analysts and investment professionals should direct 
inquiries to: 

Corporate Investor Services 
Sears, Roebuck and Co. 

Sears Tower—Department 962 
Chicago, IL 6068a 
312/875- 066 


GENERAL INFORMATION 

The following are available upon request without 

charge: 

• a copy of the Form 10 K Annual Report filed with the 
Securities and Exchange Commission for the year 
ended December 31, 1987: 

• an audio cassette tape of the company’s 198 -7 Annual 
Report for use by the visually impaired: 

• a copy of the Sears, Roebuck and Co. Social 
Responsibility Report which includes The Sears 
Roebuck Foundation 1987 Report. 

Requests for the above information should be 

addressed to: 


Corporate Public Affairs 
Sears, Roebuck and Co. 

Sears Tower—Department 903 
Chicago. IF 60684 
312/875-9785 


TRANSFER AGENT/SHAREHOLDER RECORDS 

For information or assistance regarding individual 
stock records, transactions, dividend reinvestment 
accounts, dividend checks or stock certificates, contact: 


Sears Shareholder Services 
Sears, Roebuck and Co. 

Sears l ower Department 962 
Chicago. IL 6068a 
312/875-6705 


Morgan Shareholder Services Trust Company 

30 West Broadway 

New York. NY 10007-2192 

212/587-6515 


















































